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ABSTRACT 
The purpose of this study is to investigate economic well-being issues related to 
student loan debt. The sample used for this study was extracted from the Baccalaureate and 
Beyond survey. The focus of the study is the extent to which repayment of student loan debt 
is a financial hardship for graduates. Two debt-to-income ratios of 1) total monthly debt 
payments over total monthly household income and 2) total educational debt payments over 
total monthly household income are used as outcome variables. How students pay for a 
higher education is a critical component of family and public policy. The purpose is achieved 
through analyses of data from approximately 6,500 students who graduated from a four-year 
institution in the United States in 1992-1993. 
The results indicate that for this cohort, in the economic conditions of the time, the 
benefits of borrowing to acquire a college education outweigh the costs of having to repay 
student loans. Less than 12% of the respondents had a monthly student loan debt-to-income 
ratio of 8% or more in 1997. In similar studies the benchmark for real debt burden is defined 
as occurring when the ratio of loans payments to salary equals or exceeds 8% of gross 
income. Although this study found that student loan debt is not a financial burden for the 
majority of students, it appears the overall level of debt for some respondents is quite high. 
Analysis of the data for finds that over 35% of the respondents have more than 35% of their 
monthly income going to debt payments. 
The results of the study indicate that overall total debt is a concern. Policymakers 
must be aware of the need to educate people on the burden of incurring high debt loads as 
well as create interventions that results in a decrease in people's debt loads. Methods of 
intervention could include: reverting to lower student loan limits, individualized counseling, 
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before loans are granted, and increasing loan forgiveness programs. Results of the present 
study show that obtaining a college degree, and therefore increasing the likelihood of 
employment and higher income, is a worthwhile investment in human capital. 
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CHAPTER 1. INTRODUCTION 
Education is a powerful predictor of a person's economic well-being. People with 
higher education have increased probabilities of higher wages and increased wealth over their 
lifetime (Flamholtz, 1981). Levy (1998) affirms the value of a college education, stating, 
"The most important economic division is not between races, or genders, or economic 
sectors, but between the college-educated and the noncollege-educated" (p. x). Former 
President Clinton often reiterated similar sentiments, declaring, "Education is the fault line, 
the great Continental Divide, between those who will prosper and those who will not in the 
new economy" (Geske & Cohn, 1998, p. 19). 
The method of financing a higher education has changed dramatically, but two goals 
of education have remained the same: to increase career opportunities and financial well-
being. For over half of all students entering colleges and universities today, the availability of 
student financial aid is a vital component that makes education possible. According to Lee 
(1999), traditionally, "financial aid has had two purposes, to improve access for students 
from low-income families and to ensure students have the opportunity to attend a more 
expensive institution if it meets their needs" (p. 25). Brownstein (2000), Hira and Brinkman 
(1992), Lewis and Merisotis (1987), and Pema (2001) report that loans are the largest single 
source of financial aid. Heller (2001) found that by the 1999-2000 school year, loans 
accounted for almost 60% of the more than $64 billion in student aid awarded, whereas 
grants represented only 40%. This change is significantly different from twenty years ago, 
when 55% of all student aid was in the form of grants and only 41% was loans. 
The purpose of this study is to investigate economic well-being issues related to 
student loan debt by examining the debt burdens of college graduates. The goal is to 
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understand whether repayment of student loan debt is a financial hardship for college 
graduates by examining their debt-to-income ratio four years after graduating with a 
baccalaureate degree. To understand the relationship among human capital, student loan debt, 
and financial well-being, one must understand the history of higher education and the 
relationship between the method of paying for postsecondary education and access to higher 
education. Access to financial aid can be equated with access to a higher education, and how 
students pay for that education is a critical component of family and public policy. That 
purpose is achieved through analyses of data from approximately 6,500 students who 
graduated from an institution of higher education in the United States in 1993. The students 
were interviewed in 1993,1994, and 1997 as part of the Baccalaureate and Beyond survey 
compiled by the National Center for Education Statistics (Green, Myers, Veldman, Pedlow, 
& Knepper, 1999; National Center for Education Statistics, 2002;). 
Significance of the Study 
Human capital as a theoretical framework addresses the importance of education for 
both the individual and the country in its entirety (Bryant, 1990; Levy, 1998; Shultz, 1971). 
DeMuth (1997) also emphasizes the critical role human capital, in the form of education, has 
on a society. He writes: 
The critical source of social wealth has shifted over the last few hundred years from 
land (at the end of the 18th century) to physical capital (at the end of the 19th) to, 
today, human capital - education and cognitive ability (pp. 23,28). 
As human capital theory views education as an investment that will bring future 
returns by sacrificing present consumption, it is necessary to understand how debt will affect 
future returns when acquired to finance a postsecondary education. This study will attempt to 
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understand the consequences of such action. Human capital theory assumes a person will 
invest in himself/herself at the present time to achieve greater rewards later. Investment 
refers to the sacrifice of immediate gratification through the consumption of present capital 
in order to accumulate or increase capital and/or skills in the future (Binger & Hoffman, 
1988; Farkas, 1996). Attaining a higher education is one example of this type of investment. 
Other researchers endorse a similar view, stating that human capital stems from the 
idea that people possess skills, experience, and knowledge, which are viewed as a form of 
capital, therefore enabling them to increase productivity (Becker, 1964; Flamholtz, 1981; 
Mincer, 1958, 1974; Schultz, 1981). Bryant (1992) expands this concept, stating that, unlike 
physical capital that depletes as it is used; the use of human capital "hones and polishes it, 
making it grow larger" (p. 397). Cost/benefit models also indicate the advantage of 
investment in human capital. Studies by Heyneman (1980), Psacharopoulos (1981), and 
Cheeseman Day and Newburger (2002) show a positive correlation between earnings over 
the lifetime and a person's level of education, thus indicating the significance of the topic for 
both family and public policy makers. Recent trends of higher enrollment in postsecondary 
institutions, increased costs of education, and a surge in the use of student loans suggest the 
critical importance of understanding the effects of student loan debt (Baum & Saunders, 
1998; Brownstein, 2000; Choy, 1999; Fossey, 1998b). 
Figure 1.1 provides a clear example of the importance of higher education for people, 
at both individual and societal levels. As shown below, people without some postsecondary 
education on average have lower incomes compared with people who have some higher 
education. 
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Figure 1.1. Income by Educational Attainment for Persons 18 Years Old and Over 
Theoretical Framework 
Human Capital Theory 
Capital is defined as: (a) wealth in the form of money or property, used or 
accumulated in a business by a person, partnership, or corporation; (b) material wealth used 
or available for use in the production of more wealth; and (c) human resources considered in 
terms of their contributions to an economy (American Heritage Dictionary, 2000). Thus, 
"human capital of an individual or family is the total stock of human capacities at a point in 
time for affecting future resources and their use" (Deacon & Firebaugh, 1988, p. 56). 
Most economists maintain that investing in education to increase economic growth 
benefits not only the individual, but society as well (Schultz, 1971). Bell (1984) contends that 
the main source of growth in the United States has been its human capital. Sander (1992) 
states that investments in schooling are related to supply and demand conditions. Investments 
also are related to human capital formation, which is influenced by the costs and benefits of 
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obtaining a college degree. Flamholtz (1981) reiterates the value of human capital 
investment, stating, "Investments are made to develop the skills, experience, and knowledge 
of employees, and returns are earned on those expenditures in the form of increased earnings 
in future periods" (p. 19). 
Human capital is an accumulation of investments in oneself, including education, on-
the-job training, migration, and health care. A primary axiom of human capital theory is that 
expenditures for education and training are investments that are expected to produce future 
returns (Bell, 1984; Bryant, 1992; Mincer, 1962,1971). The expected returns gained from 
human capital investment include a higher level of earnings, greater job satisfaction over 
one's lifetime, and a greater appreciation of nonmarket activities and interests (Ehrenberg & 
Smith, 2000). Baum (1999) states, "while some of the most important benefits are 
nonpecuniary, it is very clear that a college education significantly increases expected future 
earnings" (p. 54). "The theory of human capital investment relates inequality in earnings to 
differences in talents, family background, and bequests and other assets" (Becker, 1993, p. 
394). Often, these "other assets" discussed by Becker are schooling and training. Figure 1.2 
shows the effect of education attainment on median annual household income. As depicted in 
the figure, people with the highest median income are also the people with the most 
education. 
Interrelated with the idea of investment is the concept of opportunity costs. 
Opportunity cost is defined as "the value of something in its next best alternative 
employment" (Binger & Hoffman, 1998, p. 262). Ehrenberg and Smith (2000) contend there 
are three categories of costs associated with human capital investment: 
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Figure 1.2. Median Household Income by Educational Attainment of Householder 
1. Out-of-pocket, or direct, expenses including tuition costs and expenditures on 
books and other supplies. 
2. Forgone earnings, because, during the investment period, it is often difficult to 
work full-time. 
3. Psychic losses, because learning is often difficult and tedious (p. 293). 
From a cost-benefit perspective, an individual will invest in additional education only if the 
rewards of additional schooling are greater than or equal to the rewards from an alternative 
investment and are greater than the costs (Bryant, 1990). The emphasis of this study is the 
out-of-pocket, or direct, expenses that are a tangible cost of human capital investment. 
When students and parents invest in a college education they assume the rewards and 
benefits gained from that education will be greater than the expenses. To discover whether 
the costs of a college education are greater than the benefits, the total cost and benefits of the 
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expenditure must be examined. Flamholtz (1981) states, "The total investment in training is, 
therefore, the sum of the actual expenditures on training (tuition, books, transportation, etc.) 
and the lost wages during the training period" (p. 29). Pema (2001) found that students are 
"assumed to consider their financial resources, academic achievement, and current and 
expected labor market opportunities when determining the relative benefits and costs of 
investing in postsecondary education" (p. 28). 
Differences in the acquisition of human capital and the payoff of that acquisition exist 
for men and women. Ehrenberg and Smith (2000) report that the career paths of women 
consist of distinct stages marked by interruptions of family. As a result of these differences 
women may be less likely to make the investment in additional education. Future rewards 
such as higher wages and increased overall wealth also may be affected by these differences. 
Women who do make the decisions to invest in their human capital may be vulnerable to a 
payoff that is not as great due to lower wages at comparable jobs. 
Recent studies suggest that students are weighing the costs and benefits of a college 
degree more carefully. Davis (2000) reports that collegians at most 4-year public universities 
are attending a university in their home state, thus eliminating the cost of out-of-state tuition 
and fees. Schultz (1981) contends investment in human capital in the form of a college or 
university education, "serves most students over most of their lives" (p. 43). Yet, for some, 
the payoff is greater than it is for others. Carnoy (1996) reported that men who were educated 
in states with higher-quality educational systems increased their economic return. To use the 
decision making process that is a part of human capital theory, the payoff of the investment 
must outweigh the costs, given the alternatives that could have been selected. 
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The purpose of this study is to gain understanding into the economic well-being of 
college graduates. Many of these graduates, who invested in human capital through 
education, decided that the benefits of obtaining an education were worth the debt they 
incurred. Because human capital theory views education as an investment that will bring 
greater returns at the expense of present consumption, it is critical to understand to what 
extent future consumption has been compromised by debt incurred to achieve an education. 
The importance of this subject to student financial aid personnel, family policy makers, and 
public policy makers cannot be overemphasized due to the fact that students and their 
families make financial decisions regarding education choices that affect not only 
themselves but society as a whole. 
Dissertation Organization 
This dissertation is a collection of five chapters, the sum of which contributes to the 
information on student loan debt currently available by examining to what extent financial 
hardship is associated with repayment of student loans. The goal of the study is to understand 
better the issue of student loans and whether repayment of debt is a financial hardship for 
graduates who have incurred such debt. The study contributes to the body of literature on 
student loans and the effects of repayment on a generation of students who have the potential 
of becoming burdened by their increasing debt. Chapter 2 provides a thorough literature 
review. Chapter 3 explains the materials and methods used in the analysis, and Chapter 4 
provides the results and a discussion. A summary, implications for future research, and 
conclusions are discussed in Chapter 5. 
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Definition of Terms 
A clear definition of concepts relating to higher education is critical. Below are basic 
definitions of educational terms that will aid in comprehension of the financial aid 
terminology. 
• Cost of attendance = The annual total amount of money to attend an institution, including 
room and board, tuition and fees, supplies and books, travel, and personal expenses. 
• Dependent Student = A student still claimed on another person's (usually a parent's) tax 
returns. 
• Expected parent contribution - The amount of money the parents of the student are 
expected to contribute to the child's education as determined by the federal needs 
analysis formula. 
• Expected student contribution = The amount of money that the student is expected to 
contribute to his/her education, as determined by the federal needs analysis formula. 
• Expected family contribution = Expected student contribution + expected parent 
contribution. 
• Federal Family Education Loan Program (FFELP) = The guaranteed student loan 
program started by the federal government in the 1960's. 
• Federal Methodology (FM) = Legislated by Congress as part of the 1992 reauthorization 
of the Higher Education Act to be the mandated allocation formula for federal student 
aid. 
• Financial Aid Package/Award Amount = The amount of money for which a student is 
eligible, as determined by an institution's financial aid formula. It includes gift aid and 
self-help aid. 
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Gift Aid = A part of the financial aid package that consists of three different types of 
monies, none of which need to be repaid: Pell grants, scholarships, and fellowships. 
Independent Student = An independent student is defined as an individual who: (a) has 
engaged in active service in the U.S. Army, Navy, Air Force, Marines, or Coast Guard, or 
was a cadet or midshipman at one of the service academies and was released in any 
condition except dishonorable, (b) will be enrolled in a graduate or professional program 
(a program beyond a bachelor's degree), (c) is legally married or separated (does not 
include living together unless regarded by the state as a common law marriage), (d) is a 
ward of the court, or was until age 18, or both parents are dead and there is not an 
adoptive parent or guardian, or (e) has children (or other people, not including spouse) 
who receive more than half of their support from the student (Free Application for 
Federal Student Aid, 2001-2002). 
Price of college = Price can be further broken down into the following three areas (Lee, 
1999). 
o Sticker Price = The published tuition plus living expenses. 
o Net Price = The price of attendance after the awarding of student gift aid. 
o Out-of-Pocket Price = The price of attendance after both gift aid and self-help aid 
are subtracted from the sticker price. 
Self-help Aid = Part of the financial aid package that includes other monies available to 
the student, including student employment and loans, both subsidized and unsubsidized. 
Subsidized loans = Loans on which the interest does not have to be paid while the student 
is enrolled at least half time at a university. The interest is deferred until six months after 
graduation or when the student is no longer enrolled half-time at the university. 
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• Unsubsidized loans = Loans on which the student must pay the interest while he/she is in 
school. 
• William Ford Direct Loan Program = Enacted by Congress in 1993 as an alternative to 
the Federal Family Education Loan Program (FFELP). 



















Figure 1.3. The Relationship between Financial Aid Concepts 
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CHAPTER 2. LITERATURE REVIEW 
The purpose of this study is to investigate economic well-being issues related to 
student loan debt and to understand to what extent repayment of debt is an economic 
hardship. This study examines the financial well-being of college graduates four years after 
graduating with a baccalaureate degree. Although there are numerous articles containing 
opinions and statistics about the consequences of using student loans, few are backed up by 
empirical research. This study will help to fill that void. 
Several opinions about the potential negative aspects of student loan use have been 
reported since loan programs began in the 1960s (Choy, 2000). One theory states that 
excessive borrowing and possible default will have a negative impact on everyone involved, 
students, their institutions, and the loan programs themselves. Another derives from the idea 
that having to borrow large amounts of money to obtain an education will discourage 
students, especially low-income and minority students, from even attempting to gain a 
college education. The third concern focuses on the effect large amounts of student loan debt 
will have on students as they attempt repayment. This study will report on all three ideas, 
although the focus of this study is the third, repercussions associated with repayment of 
student loan debt and the extent to which there are resulting economic hardships. 
Among the research studies completed in the past ten years, conflicting results have 
been found regarding the hardship associated with repaying student loans. Pema (2001), 
using National Postsecondary Student Aid Study (NPSAS) data, compared students' 
borrowing habits before and after federal borrowing limits were increased by the passage of 
the Higher Education Act (HEA) of 1992. (With the passage of the HEA of 1992, loan limits 
on subsidized loans increased and unsubsidized loans were created, thus allowing students to 
13 
borrow more than ever before). Pema's study found that the changes brought about from the 
HEA of 1992 resulted in an increased tendency to borrow at the federal limit, especially for 
middle-income families. 
As a result of increased borrowing limits, the total amount of student loans dispersed 
in the United States has soared. Berkner (2000), also using NPSAS data, reported that from 
1992-93 to 1995-96 the total amount borrowed by undergraduates using Stafford loans more 
than doubled, from $7 billion to $17 billion. (Stafford loans are defined as a federally funded 
loan that is guaranteed by the federal government). Various authors (Fossey, 1998a; Greiner, 
1996; King & Frishberg, 2001) lament the increased use of student loans, however, and 
caution that severe financial consequences are ahead for future graduates. Other researchers 
(Baum & Saunders, 1998; Choy, 2000; Davis & Merisotis, 1998) claim that, although there 
has been a rise in the use of student loans, current research indicates that, as of yet, 
repayment of debt derived from human capital investment is not a financial hardship that 
affects the economic well-being of today's graduates. This study attempts to clarify whether 
increased student loan usage is an economic hardship and to discern the economic well-being 
of college graduates in the United States. 
History of Higher Education 
The concept of a higher education originated in Europe and for centuries was a 
benchmark for only the wealthy. "One of the reasons that poorer groups acquire less 
schooling is because of their lower ability to finance investments in schooling. Similarly, 
more affluent groups should acquire more schooling because of their greater ability to 
finance investments in human capital" (Sander, 1992, p. 120). In fact, before the creation of 
the Serviceman's Readjustment Act, also called the GI Bill, in 1944, there was no broad-
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based financial aid program for low- to-middle-income students in the United States. 
Although the GI Bill provided aid only for veterans, it was "the first federal effort that 
recognized the economic and social importance of expanding higher education access to a 
greater number of Americans" (Saunders, 1996, p. 20). 
President Lyndon Johnson's concept of a "Great Society" in the 1960's provided the 
next wave of federal aid, the goal being to expand access to higher education by providing an 
equal opportunity for all citizens (Mumper, 1999). The goal of Title IV of the Higher 
Education Act of 1965 was to provide federally subsidized low-interest loans to 
undergraduates, graduates, and first-professional-degree students who attended an institution 
of higher education. The College Work-Study Program was created in 1964, with the 
Guaranteed Student Loan Program (GSL) following in 1965. Today, the GSL, since renamed 
the Stafford Subsidized Loan Program, is the largest student aid program in usage and dollar 
amount (Hearn, 1998). 
The early 1970s brought strong support for lower-income families' access to 
education with the creation of the Pell Grant in 1972. "The Federal Pell Grant, unlike a loan, 
does not have to be repaid. Generally, Pell Grants are awarded only to undergraduate 
students who have not earned a bachelor's or professional degree" (The Student Guide, 
2003). By 1976, Congress was pressured by middle-income families to pass the Middle 
Income Student Assistance Act (MISAA), which provided families of all income levels 
access to guaranteed student loans. 
The 1980s ushered in "Reaganomics" which cut Pell Grants, assistance targeted to 
low-income families, while increasing loan programs. As a result, the volume (of loan money 
borrowed) increased dramatically. By the mid 1980s, concern over borrowing arose, an issue 
that had not existed seven years earlier. In 1985, a Student Aid officer remarked that federal 
student loans "presented a paradox: they were concurrently an asset in the form of a student 
subsidy for postsecondary education and a liability on the future earnings of borrowers" 
(Saunders, 1996, p. 22). 
The Higher Education Act of 1992, also called the Higher Education Reauthorization 
Act of 1992, brought several modifications to the provision of student financial aid. The 1992 
amendments involved two major procedures: limits on federal subsidized loans were 
increased, therefore increasing the total amount students were able to borrow; and the 
creation of unsubsidized loans, which provided an entire new category of loans with new 
eligibility criteria. Although the Reauthorization Act of 1992 did increase the amount of Pell 
grants for qualified students, most of the amendments dealt with loans. The establishment of 
the unsubsidized loan program was intended for "middle-income borrowers with the same 
loan limits and interest rate as need-based Stafford loans, but the government would not pay 
the interest on the unsubsidized loans while the borrowers are in college" (DeLoughry, 1992, 
p. A20). One reason for the changes of 1992 was to increase the number of eligible students 
from all economic sectors wanting to pursue postsecondary education. Most studies 
conducted post-1992 use these changes as the benchmark for events that transpired before 
and after 1992. 
In the past twenty years, the number of students continuing on to post-secondary 
institutions has grown steadily. In 1998, the higher education arena in the United States 
consisted of approximately 3,700 institutions educating almost 15 million students and 
expending some $200 billion (Johnstone, 1999). Ehrenberg and Smith (2000) report that the 
percentage of high school seniors who enrolled in college from 1970 to 1996 increased from 
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55.2% to 60.1% for males and from 48.5% to 69.7% for females. According to Lee (1999), 
approximately two out of every three high school graduates continue their education at a 
postsecondary institution. Access Denied, a report by the Advisory Committee on Student 
Financial Assistance commissioned by Congress, reiterated this growth, stating, "College 
enrollment will increase by 1.6 million students within the next 15 years" (2001, p. 4). Many 
of the students will be low-income, further complicating an already precarious student 
financial aid system. A 2002 Current Population Report from the U.S. Census Bureau states: 
The most typical full-time postsecondary student was a White non-Hispanic, female 
under 25 years of age and enrolled as a college undergraduate. She was also 
employed, financially dependent on her parents, and from a family earning less that 
$50,000 per year. Her college was likely to be a public institution with a 4-year 
curriculum, a Black enrollment of no more than 10%, and a Hispanic enrollment of 
no more than 5 % (Boggess & Ryan, 2002, p. 16). 
With the cost of a higher education continuing to spiral upwards with no end in sight, 
the question arises of who should pay for this investment in human capital. At some level, an 
individual's investment in his or her own human capital affects all of society. Economists 
have emphasized for years the correlation between investments in human capital (i.e., 
education) and economic growth (Becker, 1993; Bell, 1984; Bryant, 1992; Kosters, 1999). 
Paying for a College Education 
The structure of student financial assistance stems from its origins in the 1960s. It 
consists of the following five guiding principles: 
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1. Parents should contribute toward the expense of their child's education to 
the limit of their financial ability, at least through the baccalaureate degree 
or until the child is independent. 
2. Government - mainly the federal government through the Pell Grant 
program - should make up in grants for shortfalls in students' resources that 
are due to the very low income of parents. 
3. Students should contribute toward the expense of their higher education 
through earnings, student loans, or both. 
4. Loans should be made available to all students without regard to 
creditworthiness. 
5. Neither form of governmental student assistance - loans or grants - should 
take into account (other than minimally) the academic preparedness or 
academic performance (i.e., the "merit") of the student, the field of study, 
or the stature or "worthiness" of the college or university (Johnstone, 1999, 
p. 3). 
As a result of the above-mentioned guidelines, investment in education was divided 
between the government and families. Today, however, there is a shift away from societal 
support, with more responsibility being handed to students themselves. Currently, the 
financial aid system expects there to be three principal contributors to a student's education: 
society (in the manner of taxation), parents, and the students themselves. Miller (1997) states 
that one reason college costs have increased so dramatically in the past years is a diminishing 
reliance on state funding as a source of revenue for public universities. Saunders (1996) 
reports that rising student loan debt levels have occurred for primarily three reasons: (1) 
18 
sharp increases in college costs; (2) the declining value of Pell Grants in covering a 
percentage of tuition costs; and (3) the expanded use of educational loans by a more 
economically and ethnically diverse population of students than has been seen in the past (p. 
23). According to Baum (1996), parents are expected to be primary contributors to their 
children's education. "Society relies on the idea that parents care for their children in a way 
that is similar to the way they care for themselves; they don't separate their children's well-
being from their own..." (p. 10). 
Thus, the fate of thousands of college students depends on this parental feeling of 
altruism, but altruism may be fading as other payment options, such as increased student loan 
borrowing, become available. Perna (2001) found that, unlike previous students, today's 
collegians incur the primary responsibility of paying for their education. Lee (1999) reports 
that the majority of students work while attending college, and it is a critical part of the 
postsecondary financial picture. Boggess and Ryan (2002) found that, "72% of all full-time 
postsecondary students worked either full-time or part time during the previous four months" 
(pp. 5 - 6). 
Figure 2.1 shows the effect of work on students' schooling. It is interesting to note 
that, of those students who worked 35 or more hours per week, over 30 % still borrowed to 
pay for their education. Baum (1996) makes a strong argument for rethinking diminishing 
parental altruism and the trend of student financing of higher education. "Parental 
responsibility for higher education should not be allowed to deteriorate further without a 
deliberate and informed social decision" (p. 17). 
In the early 1970s economist Theodore Schultz wrote, "The allocation of resources to 
provide the instructional services of higher education in the United States is neither socially 
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EFFECTS OF WORKING: Among undergraduates who considered themselves primarily students but worked to help pay 
for school expenses, the percentage reporting various effects of work on their schooling and the percentage who bor-
Effects of working 
Limited Limited Limited Reduced Negative Borrowed 
number of class access to class effect on to pay for 
Hours worked per week classes schedule library choice grades education 
Total 38.6 46.1 30.1 32.9 34.6 39.4 
j -15 14.5 19.6 12.2 12.1 16.2 48,8 
16-20 29.0 37.4 : 233 25,6 30,2 41.3 
21-34 413 50.7 32.4 35.7 39.9 37,8 
35 or more 63.3 70.0 47.9 53.0 47.9 31.7 
Figure 2.1. The Effects of Employment on Undergraduates 
efficient nor equitable" (1971, p. 2). Schultz believed that access to education for everyone 
was a fallacy, in that not everyone had the means or the resources to acquire a higher 
education. Some researchers today would support this assertion. In fact Baum (1996) and 
Levy (1998) believe the government has a responsibility to support higher education. Several 
studies (Carnoy, 1995; Denison, 1985; Geske & Cohn, 1998) report that improvements in 
education also improve the economic growth of the country. 
Investment in education at the individual level benefits both the individual and 
society by producing a more competent individual who is more likely to be socially aware, as 
well. Therefore, if economic growth is a national priority, then "government support of 
higher education is likely to increase investment in education" (Geske & Cohn, 1998, p. 20). 
Baum (2000) echoes this sentiment: 
The government does play a significant role in improving access to higher 
Education.... College has become almost a necessity for the attainment of a 
comfortable standard of living in this country, and there is a consensus that this is 
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not an opportunity that should depend on one's parents' ability to pay. (p. 54) 
Current literature reports that students from all socioeconomic sectors pursue higher 
education. How does a student pay for his/her education? In general, in the United States, 
there are two methods of paying for education beyond student and family contributions. One 
manner of paying for college is through the use of gift aid; the other is through self-aid. 
The gift aid component of the financial aid package consists of three different types 
of monies, none of which needs to be repaid: Pell grants, scholarships, and fellowships 
(Kantrowitz, 1996). Self-help aid is the segment of the financial aid package that includes 
other monies available to the student. They include student employment by the university, 
also known as work-study, and loans, both subsidized and unsubsidized. How a student pays 
for a higher education can affect directly whether or not that student is enrolled in school on 
a continuous basis. As a result of this link between paying for college and a student's 
enrollment status, it is important to understand how the university determines financial aid. 
Determining Financial Need and Financial Aid Packages 
Determining the financial need of a student is an important process to both the student 
and the university. The determination of financial need depends on two factors. The first is 
the cost of attendance (COA) for a school. The COA is often referred to as the school's 
budget. The second critical number is the expected family contribution (EFC). The EFC is 
money that the family, both student and parent(s), are expected to contribute toward the 
child's education. Financial need is then determined as the difference between the COA and 
EFC (General Student Aid Information, 2002). The amount of financial aid for which a 
student is eligible is based on this assessment of financial need. Schools try to meet this 
demonstrated need through a financial aid "package" that combines aid from various sources: 
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federal and state sources, loans, institutional grants, and student employment (ISU Financial 
Aid Office, personal communication, August 2001). 
Differences between children whose parents are married, divorced, separated, or 
never married arise in determining the amount of financial aid a student receives. For 
example, the expected contribution of a two-parent household is based on both parents' 
income and assets. For divorced, separated, or never married families, the expected 
contribution is determined from the custodial parent, defined as the parent who financially 
supported the child the most in the previous year. Grissett and Furr (1995) report: 
The custodial parent is expected to contribute a certain amount as is the student, and 
the financial aid package will provide for some or all of the balance of the student's 
needs. There is no expectation placed upon the non-custodial parent (p. 165). 
Selection of an Institution 
Selecting the right institution is an enormous decision for many students pursuing a 
higher education. Attending the "right" school is an important choice that will influence a 
young person's future. The decision of private versus public as well as in-state versus out-of-
state is one every student must make. According to Heath (1993), variables that influence a 
student's decision on where to attend college include: 
• Tuition and fees 
• Financial aid that is available 
• Labor market conditions 
• Proximity to home 
• Starting salaries of recent graduates 
• Selectivity of the institution 
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• Quality of the student's high school 
• College recruiting 
• Significant persons who had an influence on the decision-making process. 
Kim (2003) reports that for some students new trends such as tuition cuts at private colleges 
also are affecting the decision on where to attend school. Kim found that since the mid-1990s 
several small, private colleges have announced significant tuition reductions, and that news is 
attracting serious attention among perspective students. 
Socioeconomic variables such as gender, income, and academic ability also affect the 
decision. All of the variables are related to human capital investment by weighing the costs 
and rewards of each institution. Factors such as the majors and programs that are available 
also are considered. Weiler (1996) reports that students are influenced by the total cost of the 
schools in their choice sets, but this influence declines as parental income increases. Mixon 
and Hsing (1994) found that one of the most important factors in choosing a university was 
the ability to get a high-paying job after college. The other two top factors were first-rate 
facilities and faculties with Ph.D.s. 
This investment in human capital is often rewarded. Trends in College Prices 
(2000a), distributed annually by the College Board, reports that college graduates earn 81% 
more than those with only a high school diploma. Over a lifetime the difference in earnings 
potential between the two degrees exceeds one million dollars (p. 3). Thus, investment in 
higher education rewards not only the individual but society as well. Higher taxation of 
people who earn more income because of their educational investment is one manner in 
which society benefits from increased human capital. Having more socially responsible 
individuals is another benefit to society stemming from human capital investment. 
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Preference between an in-state education and an out-of-state education is another 
decision related to human capital evaluation. "Human capital theory views migration as an 
investment to improve expected future real income and employment opportunities" (Mixon 
& Hsing, 1994, p. 329). They report that a main reason for college migration (the practice of 
attending an out-of-state school) is the pursuit of an educational package that gives the 
greatest future return, usually seen as high wages and salaries in the future. 
A number of factors affect how a student and his/her family pay for a higher 
education. Knowledge regarding those factors is an important component for families trying 
to maximize their investment. As college costs continue to increase, it is critical that 
knowledge is shared and that all families have access to the benefits of a higher education. 
Increasing Costs and Access for All 
Although the number of students attending colleges and universities increases yearly, 
the cost of attending institutions of higher education also is escalating. Table 2.1 provides an 
example of the yearly increase in college prices. The table illustrates that two-year private 
colleges had the greatest increase in tuition and fees, a 7% increase, while four-year public 
institutions had the greatest increase in room and board (5.10%). Two-year public institutions 
had the smallest increase in tuition and fees (3.40%), and four-year private colleges and 
universities had the smallest increase in room and board (4.20%). 
Stoffer (1995) reports that the 1980s brought about the college tuition spiral, "which 
forced colleges to raise tuition at extremely high rates to compensate for the loss of federal 
and state dollars" (p. 12). The 1980s also ushered in a period where the costs of college 
outpaced inflation while families' real incomes remained stagnant (Miller, 1997). 
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Table 2.1. Yearly Increases in College Prices 
Tuition and Fees Room and Board 
Sector 1999-2000 2000-2001 % Change 1999-2000 2000-2001 % Change 
Two-Year Public $1,649 $1,705 3.40% * * * 
Two-Year Private $6,968 $7,458 7.00% $4,541 $4,736 4.30% 
Four-Year Public $3,362 $3,510 4.40% $4,718 $4,960 5.10% 
Four-Year Private $15,518 $16,332 5.20% $5,957 $6,209 4.20% 
* Sample was too small to provide meaningful information 
Source: Trends in College Pricing, 2000a, The College Board 
In fact, Brownstein (2000) reports that while the "average aid per full-time student 
has increased 74% in the past 20 years, tuition and fees, adjusted for inflation, have more 
than doubled, and family income has risen an average of just 20%" (p. 2). Saunders (1996) 
found that between 1981 and 1994 college costs rose by 150% to 200% at both public and 
private institutions, surpassing inflation by more than 250%. 
How future students will pay for college is a critical family policy issue. Although 
Trends in Student Aid, by The College Board (2000b), reported that in 1999-2000 over $68 
billion in student aid was available, most of this aid was in the form of student loans. Policy 
makers need to be aware of the change in the source of funding for many college students, 
and create policies that will help diversify funding sources. Brownstein (2000) reports that in 
today's college experience "it is common for a student to graduate with a bachelor's degree 
and have $20,000 in loan debt" (p. 1). 
Studies by Choy (2000) and Perna (2001) report that middle- and upper-class families 
borrowed the largest percentage of loans through the student loan program, a program 
originally designed to help lower-income Americans gain postsecondary education. Perna 
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(2001) defines families with dependent students as $30,000 - $70,000 as middle-income and 
more than $70,000 as upper-income. Lee (1999) also found that "middle-income dependent 
undergraduates, defined as those with a family income between $20,000 and $49,999, depend 
more on loans than undergraduates from other income groups" (p. 19). This practice leads to 
the question of accessibility for all. How are lower-income students paying for and attending 
college? The answer is, many are not. Terenzini, Cabrera, and Bernai (2001) found that 
"nearly one-half of high school graduates in the lowest-SES-quartile do not attend any 
postsecondary institutions the fall after they graduate" (p. 21). This rate (48%) is nearly five 
times higher than students in the highest-SES group (11%). The authors also report that of 
those students in the lowest-SES quartile who do attend college are less likely to be 
academically prepared, therefore increasing the risk of dropping out and defaulting on 
student loans. Lee (1999) reported that enrollment increases with SES and academic ability. 
Saunders (1996) found that, for some low-income individuals, the risk of incurring large 
amounts of student loan debt is the deciding factor in attending college, with the decision 
often being made against college and incurred debt. Choy (1999) also found that even 
"among the highest achieving high school students, low income students are less likely to 
enroll [in college], suggesting that finances may be a barrier" (p. 26). 
Guaranteed Federal Loan programs have been one method of encouraging 
accessibility. Since 1992, every college student attending at minimum half-time is able to 
borrow from the Stafford Loan Program (Stoffer, 1995). Although loans are supposed to 
encourage accessibility for all people, this may not be what is occurring. Linda Conard, 
Editor of the Journal of Student Financial Aid, reported on a growing trend in her Spring 
2000 column. Conard reports on the division between community college and 4-year 
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institutions distinguished by students' income levels, with lower-income students 
predominately attending community colleges and more affluent students enrolling in 4-year 
colleges. A study by Heller (2001) reported similar results, stating that, "dependent students 
[at 4-year institutions] came from families with a mean income of $65,621 in 1991 while the 
mean income nationally was only $40,500" (p. 5). 
Figure 2.2 presents the variation in cost of attendance as a share of family income 
between the lowest, middle, and highest income quintiles. It is clear that for families in the 
lowest quintile, costs of higher education are a major portion of their family income. 
Therefore, it becomes critical that public policy enables students from all sectors of 
society to have access to college and financial aid. Educating students and families to 
understand the obligations of the debt they incur also will help ease fears regarding the 
benefits and costs of their investment in their own human capital. Sander (1992) reiterates 
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Figure 2.2. Cost of Attendance as a Share of Family Income, 1971-1972 to 2000-2001 
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economist Gary Becker's idea that family background and bequests have a significant 
influence on educational attainment. "Parents with more ability tend to produce children who 
acquire more ability" (p. 120). 
Differences in Educational Attainment Related to Ethnicity, Race, and Religion 
Educational attainment varies by ethnicity, race, and religion. According to the 
National Center for Education Statistics, there have been changes in the makeup of the 
postsecondary population. "Over the past 10 years the proportion of students who are White 
has decreased while the proportion of student in each other racial/ethnic group has increased" 
(Wirt, Choy, Gerald, Provasnik, Rooney, Watanabe, & Tobin, 2002, p. 99). Figure 2.3 
displays the percentage distributions of 1999-2000 undergraduates, by gender, age, and 
race/ethnicity. It is interesting to note the variation in age among college students today. 
Also interesting is the diversity in ethnic groups. Several researchers present 
hypotheses as to why different groups seek educational attainment. "Because education is 
closely linked to power and status, different groups will seek to improve their position by 
seeking more education" (Tian, 1996, p. 2). Sowell noted that Jews have a "passion for 
education" (1981, p. 90). This link between ethnicity and education could be associated with 
past discrimination. "Jews invest more in education because of the past risks associated with 
investments in land and physical capital" (Sander, 1992, p. 121). 
Factors such as location of residence in the United States (Northern part of the 
country versus Southern part of the country) and length of time in the United States also 
influence who is more likely to attain a higher education (Sander, 1992). This difference in 
educational level is related to history and economics. Following the Civil War, families in the 
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Figure 2.3. Distributions of 1999-2000 Undergraduates, by Gender, Age, and Race/Ethnicity 
the North due to the depressed economy and rural nature of many of the southern states. 
Thus, constraints related to location and length of time in the United States can deter a 
person's ability to obtain a post-secondary degree by constructing barriers to quality 
educational facilities. 
Hispanics, one of the fastest growing populations in the U. S., are falling behind in 
educational attainment. Hispanics who live in the United States are classified as any of the 
following: "Mexican-American, Chicano, Mexican, Puerto Rican, Cuban, Central or South 
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American (Spanish Countries) or other Hispanic origin" (Bureau of the Census, 1995). In 
1990, Hispanics in the United States numbered about 20.8 million. By 2000, the number of 
Hispanics in the United States increased to over 35 million (Bureau of the Census, 2002). 
According to Ganderton and Santos (1995), Hispanics are the fastest-growing group in the 
work force, yet, in wages, they lag far behind other ethnic groups. One reason given for the 
disparity in income is the low level of attainment of Hispanics' labor market status and their 
consequently lower earnings. Much of this stagnation in the work force has to do with the 
fact that in 1990 "among youth age 18-24,45% of Hispanics had left high school without 
graduating compared to 23% of blacks and 17% of whites" (Ganderton & Santos, 1995, p. 
35). 
Because success in the workforce is positively correlated with higher education 
(Ganderton & Santos, 1995; Kosters, 1999; Levy, 1998), Hispanics who do not complete 
high school are at a severe disadvantage, compared to students of any race who do finish 
high school. Of those Hispanics who do graduate from high school, the proportion that attend 
college is similar to that of whites. Ganderton and Santos (1995) also found "that increasing 
the capacity of the individual or the family to finance educational investments increases the 
probability of both enrolling in, and completing, college by a larger amount for Hispanics 
and blacks than for whites" (p. 44). 
African-Americans and Hispanics made substantial gains in education and income 
compared to whites between 1940 and 1990. Camoy (1996) reports, however, that when 
those gains are studied decade-by-decade, they are smaller than previously reported. A 1996 
report states that African-Americans are better educated than they were five years ago, and, 
in 1995, a record number of African-Americans earned doctoral degrees ("New reports 
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reveal ed gains," 1996). Although the number of African-Americans who are seeking higher 
education is increasing, their numbers still lag behind Caucasians in number of bachelor's 
degrees received. Figure 2.4 indicates that although college continuation rates are increasing 
for African-Americans and Hispanics, they still lag behind Caucasians by a significant 
amount. 
Postsecondary institutions can increase the number of African-Americans who 
graduate from college by changing the focus of how the university recruits African-American 
and other minority students. Bateman and Hossler (1996) found "African-American students 
are more likely to plan to go to college than white students, but less likely to realize their 
plans" (p. 2). Some of the factors in the decision to attend college are financial. Sevier (1993) 
reported four items on which African-American students base their decision to attend 
college. Those four items, ranked in order of importance, are: (1) reputation of the college, 
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(2) availability of a specific major, (3) total cost of attending, and (4) availability of financial 
aid (pp. 49-50). Other items African-American students wanted information on included 
careers, jobs, and other benefits of attaining a college education. 
The decision to attend college, based on factors such as those listed above, are not 
unique to any one race or ethnicity. Research (Bateman & Hossler, 1996; Carnoy, 1996; 
Griffith, 1986; Parker & Summers, 1993) has shown that all students are interested in such 
topics, although universities need to recruit different students in different ways. 
Gender Differences in Educational Attainment 
Gender is another area in which it is important to study differences in educational 
attainment and accessibility. According to Horn, Peter, and Rooney (2002), women make up 
"a majority of undergraduates in 1999-2000" (p. 5). Other studies have similar findings. Tian 
(1996) states that in many countries, including the United States, women's enrollment in 
higher education has increased dramatically. In fact, the number of minority women 
graduating with engineering degrees rose 12% in 1994-95 ("More minorities earn 
engineering degrees," 1996). This percentage increased for the second year in a row. 
Cheeseman Day and Newburger (2002) report that in every year since 1982 more women 
than men in the United States have graduated with a bachelor's degree. The researchers also 
report that by 2000, 24% of the female population (ages 25 and older) had earned a 
bachelor's degree, up from just 11% in 1975. 
Although more women are attaining a higher education, access to funding and 
financial support for women is still lacking. For some women this lack of funding for 
education begins at home. Grissett and Furr (1995) report that, in cases of divorced families, 
(non-custodial) fathers who were financially able and held college degrees themselves often 
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did not help their children attend college. "Furthermore, the fathers who did help with college 
were more likely to help sons than daughters" (Grissett & Purr, 1995, p. 156). 
The opportunity for women to attain a higher education is one that must continue if 
women are to help themselves and their children and families. Donna Shavlik (1996), 
Director of the Office of Women in Higher Education, lists lack of education as one of the 12 
main obstacles in the advancement of women. Lyon (1996) found that women still might be 
at a disadvantage when venturing out into the workforce. She writes: 
Women at times knowingly choose to lose the right to equal returns on their 
educational investment relative to men in terms of status, power and financial 
rewards, because they also carry other goals with them when planning their 
working lives. A "good" career for many women graduates is one which allows 
the management of both work and home (p. 320). 
It is interesting to note that male and female enrollment in postsecondary education is 
the result of different factors. While a rising divorce rate significantly affects female 
enrollment, for men it is a rising unemployment rate that significantly affects enrollment 
(Tian, 1996). In fact, Tian reports that these forces that affect both men and women's 
enrollment patterns are a part of traditional gender roles. 
Male enrollment tends to increase when men's role or status as breadwinner is in 
question (the increase of the unemployment rate), while female enrollment tends to 
increase when women's role as a homemaker is in question (the increase of the 
divorce rate) (1996, p. 17). 
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Family Structure and Education 
Family structure also plays a role in influencing who attends college. Sander (1992) 
found that "parents' schooling and father's occupational prestige have significant positive 
effects on schooling" (p. 131). Other factors that affect educational attainment in families are 
number of siblings, if the mother is working outside of the home, and whether or not the 
parents are divorced. 
Grissett and Furr (1995) report that parents' marital status has a significant effect on a 
child's educational attainment. They found that young people "whose parents were divorced 
received higher Pell grants, were more likely to provide more of their own necessities, and 
were more likely to repay their college loans themselves" (p. 155). The study reported that 
custodial parents, most likely the mother, often were unable to help pay for their child's 
higher education, while non-custodial fathers often stopped child support payments when the 
child turned 18, even though that is when most children need the most help in financing a 
college education. 
A woman's marital status also affects educational attainment. Research done by 
Clune, Nunez, and Choy (2001) found that "marital status as well as gender were related to 
educational plans, with single women being more likely to expect to earn a graduate degree 
(89%) than married women (83%)" (p. iv). Tian (1996) studied the role of divorce in 
women's quest for higher education. The study found that for many divorced women, "a 
college degree is seen as a means of achieving economic and social mobility" (p. 4). 
Financial need and role change were also reasons divorced women chose to return to college. 
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Current Efforts to Ensure Access 
Continued efforts to ensure availability to postsecondary education have brought new 
policies into practice. The Taxpayer Relief Act of 1997 was a result of former President 
Clinton's efforts to increase higher education availability to all Americans. In fact, the 
premise of his 1997 State of the Union Address was to "make the 13th and 14th years of 
education, at least 2 years of college, just as universal in America by the 21st century as a 
high school diploma is today" (Rosters, 1999, p. 3). The passage of this Act was the largest 
single increase in government funding for higher education since the GI Bill in the 1940s 
(Conklin & Finney, 1999; Kane, 1999). The programs Congress enacted as part of this Act 
included the Hope Tax Credit, The Lifetime Learning Credit, The Educational IRA, and 
deductible interest on student loans. Each of these programs was designed to help families 
afford higher education. 
The Hope Tax Credit is applicable for the first two years of postsecondary schooling, 
and provides a dollar-for-dollar credit for the first $1,000 of a person's qualified out-of-
pocket expenses and a 50% credit for the next $1,000, for a maximum of $1,500. The 
Lifetime Learning Credit is for students who continue their college education past two years. 
It provides a tax credit for taxpayers equal to 20% of the first $5,000 of qualified out-of-
pocket expenses until 2002, when the limit increased to $10,000. These credits are based on 
income level. Students cannot qualify for both the Hope Credit and the Lifetime Learning 
Credit in the same year. The Educational IRA was designed to encourage families to save for 
postsecondary education. The new IRAs allow contributions of up to $500 per year for 
children under eighteen, with profits not to be taxed when the proceeds are used for qualified 
expenses related to postsecondary education. The IRA program also allows funds from other 
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IRAs to be used for educational expenses with the tax penalty removed. The final section of 
this Act allows for deductible interest on student loans, under prescribed circumstances 
(Conklin & Finney, 1999; Rosters, 1999). Together changes resulting from the Taxpayer 
Relief Act of 1997 would result in a $41 billion increase in spending on higher education 
over five years (Spencer, 1999). 
Student Loan Usage 
The use of student loans to finance postsecondary education has continued to 
increase. Researchers (King, 1999; Redd, 1994; Scherschel 1998,1999) report three potential 
reasons for the considerable increase in student borrowing: 
1) increases in federal grant aid have not kept pace with rising postsecondary 
education costs, 
2) students' financial need has increased as educational costs have grown, and 
more of this need is met by loans, and 
3) increases in loan limits and ease of borrowing have allowed more students 
to receive loans (Redd, 2001, p. 1). 
Fossey (1998a) reports that in 1990, students borrowed about $13 billion dollars in 
loans. In 1998, that amount skyrocketed to $38 billion. According to Stoffer (1995), "In 
1980, 30 percent of borrowers received the Pell Grant, and 15 percent received work-study. 
By the early '90s these federal programs were reduced to 15 percent Pell, and 8 percent 
work-study" (p. 11). Decreases in these programs, (due to lack of funding from the federal 
government and lack of support in Congress) are a new reality, as well as dramatic increases 
in student loan usage. Scherschel (2000) reports, 
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Since the inception of the federal education loan program in the mid 1960s, students 
and their parents have borrowed more than $300 billion to finance the cost of college. 
American families required nearly 30 years to borrow the initial half of this amount 
but only five years to borrow the second $150 billion (p. 1). 
Table 2.2, from the American Council on Education (2002a), depicts the percentage 
of undergraduates who receive financial aid and the amount received. As illustrated in the 
table, the amount of aid received depends on the type of school a student attends, with 
students who attend private four-year institutions receiving the most aid. These students also 
receive the most money in grants ($8,400) and a significant loan stipend ($6,324), although 
these large figures can be explained partly by the high cost of private institutions. In 2000-
2001, the average cost of tuition at 4-year private institutions was $16,332, compared to 
public universities, where tuition was on average $3,510 (The College Board, 2000a). 
Table 2.2. Percentage of Undergraduates' Financial Aid and the Amount of Aid Received 
% % % 
Receiving Average Receiving Average Receiving Average 
any Aid Aid Grants Grant Loans Loan 
Public 4-Year 72 $7,137 55 $3,794 48 $5,043 
Public 2-Year 57 $3,919 50 $2,646 17 $3,869 
Private 4-Year 84 $13,712 75 $8,400 60 $6,324 
Proprietary 89 $8,970 61 $3,412 75 $6,489 
Other 74 $7,055 66 $4,410 30 $4,986 
All Institutions 72 $8,474 59 $4,949 45 $5,437 
Source: The American Council on Education (2002A) 
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Types of Loans 
Not only is the amount of student loans increasing; the type of loan also is changing. 
Since the reauthorization of the Higher Education Act in 1992, both subsidized and 
unsubsidized loans have been available to students. Subsidized loans, available through the 
Stafford Loan programs (both Federal Family Education Loan Program (FFELP) and the 
William D. Ford Direct Loan Program), have the interest paid by the government while the 
student is enrolled in school. Subsidized loan changes as a result of the 1992 Reauthorization 
Act include eliminating home equity and family farm equity from the needs analysis, 
therefore increasing the eligibility of thousands of students who previously were excluded 
from borrowing subsidized loans. The reauthorization also reduced the individual student's 
expected contribution, again increasing the number of students eligible for these types of 
loans (Perna, 2001). Figure 2.5 presents the amount of student aid by the various sources for 
the academic year 1999-2000. Clearly, loans are a critical component in the financing of 
higher education. 
The unsubsidized loan program, created in 1992, was designed to provide more 
options for families financing a college degree. Although this program is considerably more 
expensive for students, it is expanding rapidly. One reason for the explosion of unsubsidized 
loans is that students do not have to demonstrate financial need, whereas with subsidized 
loans, students and families are judged by a needs analysis based on income. With 
unsubsidized loans, students may borrow unchecked up to the federal limit based on their 
year in school. The unsubsidized program is more expensive for students to participate in 
because interest charges begin accruing at the time of the disbursement and are added to the 
principal if not paid while in school. If the interest is not paid while the student is in school 
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Figure 2.5. Estimated Student Aid by Source, Academic Year 1999-2000 
and is added to the principal at the time of repayment, the interest is compounded, meaning 
students actually are paying interest on the interest they did not pay while in school. Baum 
(1996) expresses concern about the use of these types of loans, stating, "because they are not 
need-based, these loans will be used primarily to replace expected student and family 
contributions" (p. 14). According to Heller (2001), the cost of an institution was related to 
how much students borrowed, with the amount borrowed increasing as the cost of attendance 
increased. 
As a result of the 1992 Reauthorization Act, the total amount of money a student can 
borrow increased from $17,250 to $23,000, potentially allowing students to incur another 
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$5,750 in debt as an undergraduate and even more as an independent and/or graduate student. 
Today more students than ever before have less money for financing their college education 
without loans. As a result, thousands of students are turning to loans as the main method of 
paying for college. Redd (2001) reports the amount of student loans borrowed in 1999-2000 
was $33.7 billion. He also states that unmet need (defined as the residual cost of an education 
after all aid, both gift and self-help, is awarded) on average will be $3200 per year at 2-year 
public institutions and $3800 per year at 4-year public institutions. 
Once a student makes the decision to borrow, there are numerous options and a 
significant amount of money at his or her disposal. (Currently, an undergraduate can borrow 
up to $23,000 in Stafford subsidized loans, with the annual amount based on year in school.) 
For those who qualify as an independent student, an additional $23,000 in unsubsidized 
Stafford loans is available (ISU Financial Aid Office, personal communication, August 
2001). In addition, some students and/or parents may borrow through private lenders such as 
banks to meet the growing costs of college. 
Who Obtains Loans? 
According to King (1999), King and Frishberg (2001), and Redd (1994,1999), 
middle- and upper-income students make up many of the new loan recipients. This practice 
has led to concerns that students are incurring unnecessary debt. Hira, Anderson, and 
Petersen (2000) report that although many students borrow money to attend college, some 
borrow more than needed to meet costs. Redd (2001) also reported that for "middle and 
upper income undergraduate students amounts of loans actually grew faster than their total 
costs" (p. 2). A report by the American Council on Education (2001) found that "44 percent 
of dependent BA recipients from families with income of $100,000 or more - the vast 
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majority of whom were not eligible for federal student loans prior to 1992 - now borrow to 
finance their education" (p. 3). What does this recent trend mean? Further research is needed 
to understand why middle-to-upper-income families are choosing student loans as the means 
to financing their children's postsecondary education. 
As the cost of undergraduate higher education continues to escalate, the cost of a 
graduate or professional degree also is increasing dramatically. Many students pursuing 
graduate or professional degrees also have undergraduate debt with which to contend. 
Several studies (Baum, 1996, 2000; Cooter, Bross, & Erdmann, 1998; Keynes, 1995) report 
that debt loads for graduate and professional students are growing. For graduate students, the 
possibility of incurring an enormous debt load is alarmingly high. A graduate student can 
borrow up to $65,500 in Subsidized Stafford Loans (including the $23,000 they borrowed as 
an undergraduate) and $73,000 in Unsubsidized Stafford Loans (including the $23,000 they 
may have borrowed as an independent student). 
Although many researchers display concern over the increased amount of borrowing 
and escalating debt loads (Fossey, 1998a; Hira et al., 2000; Redd, 1994; Russo, 1998; Stoffer, 
1995), not all researchers agree with their concern. Baum (1996) reports, "The increased 
availability of loans for both students and parents represents progress" (p. 13). She continues 
by stating that the increase in "subsidized loan programs has dramatically increased 
educational access and choice" (p. 13). A study by Redd (2001) reported that, despite the 
increase in cumulative debt that has occurred, most undergraduate borrowers appear able to 
repay their loan obligations with little difficulty, provided they have graduated. Baum and 
Saunders (1998) found in their analyses of a 1997 study by Nellie Mae (the largest nonprofit 
student loan originator and secondary market for education loans) that, while borrowers 
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report they delayed decisions and activities [due to student loan debt], "the evidence does not 
support the idea that debt levels affect major life decisions" (p. 7). 
With the availability of both subsidized and unsubsidized loans, the potential for 
increased debt load doubles for undergraduates and more than triples for graduate students. 
"Although existing debt levels do not appear to affect lifestyle choices seriously, the debt 
levels accompanying a major shift in responsibility to the student generation could have 
severe repercussions on both standard of living and life choices"(Baum, 1996, p. 9). 
Previous Studies Using the Baccalaureate and Beyond Data Set 
Several studies using the Baccalaureate and Beyond Data Set (a national data set of 
over 11,000 students who graduated with a baccalaureate degree in 1992-93) have been done 
in the past 10 years. The majority of the studies were completed by the National Center for 
Education Statistics (NCES), in the Office of Educational Research and Improvement at the 
U.S. Department of Education. The purpose of these studies is to understand better the issues 
surrounding higher education and the outcomes associated with it. Several of these studies 
are subject-specific, i.e., new teachers among recent college graduates (Henke & Zahn, 2001) 
and other teacher-specific areas (Henke, Chen, & Geis, 2000; Henke, Choy, Chen, Geis, & 
Alt, 1997), as information regarding teaching was the emphasis of the second follow-up 
study in 1997. Other studies are also quite specific regarding students with disabilities (Horn 
& Berktold, 1999), and pursuit of graduate and professional education (Horn & Zahn, 2001; 
McCormick, Nunez, Shah, & Choy, 1999). Employment issues also have been researched 
extensively by the NCES, and those studies will be reviewed here. 
One of the first studies to be released using the Baccalaureate and Beyond Data Set 
(B&B) was by McCormick and Horn (1996). This study presented findings from B&B:93/94, 
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the first follow-up survey. The researchers studied the changing profile of the average student 
and the amount of time taken to complete a baccalaureate degree. 
McCormick and Horn report there has been a change in the profile of the average 
student studying at a postsecondary institution in the United States in the last decade. The 
majority of bachelor's degrees earned in the United States since 1984-85 has been by 
women, a change from previous years. Undergraduate majors vary by racial-ethnic 
composition. Asian/Pacific Islanders were more likely to be in engineering, mathematics, and 
science majors than education, and black non-Hispanics were more likely to major in 
business or public affairs than history. "White students made up a larger share of education 
and history majors than other majors" (McCormick & Horn, 1996, p. 5). 
Although almost one-half of all graduates in 1992-93 were age 22 or younger, one-
quarter were 23 or 24. One out of every six graduates was 30 or over at the time of 
graduation, and these students often had higher cumulative CPAs than younger students. 
McCormick and Horn (1996) also found that the amount of time taken to complete a degree 
has increased. They report: 
the proportion of bachelor's degree completers graduating within 4 years after 
high school declined from 45 percent to 31 percent between 1977 and 1999, and 
the proportion completing their degrees more than 6 years after high school 
increased from 25 percent to 32 percent (McCormick & Horn, 1996, p. 11). 
McCormick, Nunez, Shah, and Choy (1999) examined post-college life using all three 
interviews of the Baccalaureate and Beyond Data Set. Their analysis of life after college was 
a descriptive summary of graduates from 1992-93 in 1997. They report that four years after 
graduation most of the graduates were well established in the formal labor sector, with 89% 
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employed. Of those working, 76% were working only, while 13% were involved in both 
school and work. The other 11% consisted of 5% of respondents who were enrolled but not 
working, and 6% who were doing neither. 
Choy and Geis (1997) examined early labor force experiences and debt burden in 
their 1997 study of the same name, Early Labor Force Experiences and Debt Burden. This 
study used the Baccalaureate and Beyond Data Set (B&B:93/94) and the Beginning 
Postsecondary Student Longitudinal Study (BPS:90/94). The study used the B&B:93/94 data 
to examine the work force experience of graduates one year after receiving their 
baccalaureate degree and the BPS data to understand the experiences of students whose 
enrollment ended in 1992 but did not complete a undergraduate degree. Choy and Geis 
(1997) looked at three specific areas: employment and unemployment, borrowing for 
undergraduate education and loan repayment, and debt burden. They report that by 1994 87% 
of the respondents who had obtained a bachelor's degree were employed, whereas only 81% 
of the respondents who had not completed a four-year degree were employed. The 
researchers also reported that approximately half of the bachelor's degree recipients had 
borrowed from some source, and that, while their borrowing did not appear to be affecting 
career plans, it could be seen as a barrier to immediate enrollment in future education. With 
regard to loan repayment, by 1994 63% of students had no undergraduate debt, either through 
never having borrowed or having completed repayment. Choy and Geis did find that 
respondents with "the lowest salaries (less that $15,000) had the greatest average debt burden 
-15%" (1997, p. vi). 
Choy (2000) used all three components of the Baccalaureate and Beyond Data Set; 
(B&B:1993, B&B:93/94, and B&B:93/97) to examine the debt burden of graduates four 
years after college. Choy compared borrowers to non-borrowers in terms of everyday 
expenditures such as mortgage, car, and credit card purchases. She also studied whether 
borrowing affects lifestyle choices such as family formation, purchasing homes or cars, and 
savings habits. The researcher divided borrowers into three groups: (1) those with no further 
schooling by 1997, (2) those who enrolled but were also in repayment of loans in 1997, and 
(3) those who enrolled in postsecondary education but were not in repayment in 1997. 
Choy (2000) calculated a median monthly debt burden to measure burden among 
graduates. The debt burden was described as the percent of monthly income used to repay 
loans. According to Choy and other researchers, a monthly debt-to-income ratio (defined as 
the amount of monthly income used to pay monthly student debts) of 8% or less should not 
cause economic hardship. 
Choy found that by 1997, four years after graduation, 62% of students who graduated 
in 1992-93 were debt-free. There were two reasons for this: 46% had never borrowed, either 
at the undergraduate or graduate level, and "16 percent had borrowed but no longer owed any 
money, having either repaid their loans or had them forgiven" (Choy, 2000, p. 55). Other 
graduates in the sample were in varying circumstances depending on how much they had 
borrowed, what they were earning currently, and whether they had continued on for further 
education. As expected, graduates who still owed and earned less income had a larger debt 
burden, whereas those with higher incomes had a smaller debt burden. Overall, Choy reports 
that educational debt did not "appear to cause delays in marrying, owning a car, buying a 
home or saving" (2000, p. 55). 
The current study is unique from Choy (2000) in a number of ways. First, Choy's 
study examined borrowers as three distinct categories, while the author of the present study 
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concluded that because borrowers would have similar characteristics and the objective of the 
study was to examine debt burden, it would be acceptable not to separate borrowers into 
specific groups. Second, the current study uses different independent variables to explain 
debt burden, and therefore financial well-being. Several variables, including receipt of gift-
aid, dependency status, and cost of attendance, were measured to understand the effect that 
these conditions (decided on in college) had on a respondent's debt burden. The household 
size of the respondent in 1997 also was measured, to understand its effect on debt burden. 
Finally, the hypotheses tested in the current study are another manner in which it 
differentiates from the Choy study. 
The hypotheses of Choy (2000) relate to "how borrowing affects specific lifestyle 
choices such as family formation, buying a home or car, and saving" (p. iii). The hypotheses 
of the current study examine how specific choices related to selecting an institution of higher 
learning (type of institution attended and cost of attendance), and choices made while at the 
college or university (student's GPA and undergraduate major), affect a student's financial 
well-being four years after graduation. The current study also examines the differences 
between men's and women's monthly debt-to-income ratio. 
Two reports - Horn and Zahn (2001) and Clune, Nunoz, and Choy (2001) - explore 
gender differences and employment choices of undergraduates who earned their 
baccalaureate degrees in 1992-93, using all three components of the Baccalaureate and 
Beyond Data Set. Horn and Zahn (2001) report that employment opportunities for 1992-93 
graduates were plentiful in 1997. They found that nearly all of the graduates who had not 
enrolled in further education by 1997 were working full-time. 
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Clune, Nunoz, and Choy (2001) studied the differences between men and women's 
choices in careers after earning an undergraduate degree. They report similar findings to 
McCormick and Horn (1996) regarding women and undergraduate success, stating that not 
only do more women than men graduate with a baccalaureate degree, but that women also do 
better academically. However Clune et al. (2001) found that these achievements do not carry 
over into graduate programs. 
A recent study by Cha and Weagley (2002) used the same data set to examine which 
factors influence the decision to borrow and the amount of borrowing by students in the 
study. The researchers found that "current income and asset holding had generally negative 
impacts on higher education debt, while expected future income increased amounts 
borrowed" (Cha & Weagley, 2002, p. 61). Although Cha and Weagley used the same data set 
as this study, several differences are worth noting. The most significant difference between 
the two studies was found by Cha and Weagley (2002), who used a double hurdle model that 
asked first whether the student borrowed and then, for the sample of borrowers, posed the 
question, "what was the total amount of money borrowed for only 1992-93 college 
expenses?" The current study deals with one of the shortcomings of the Cha and Weagley 
(2002) study by examining the total amount students borrowed during their years of 
undergraduate study, as well as the amount of household debt four years after graduating 
with a baccalaureate degree. 
Knowledge about Borrowing Options 
Literature on students' knowledge regarding their student loans suggests they do not 
know much about various aspects of their student loans (Evangelauf, 1987; Hira & 
Brinkman, 1992; Holland & Healy, 1989; Marchese, 1986; McCormick, 1987; Popik et al., 
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1986). To combat this problem, in 1986 Congress added a provision to the Higher Education 
Reauthorization Act requiring institutions that certify loans to counsel guaranteed student 
loan (GSL) recipients. Borrowers are required to participate in an entrance student loan 
counseling session (to be completed before disbursement of aid), but this counseling session 
may take a variety of forms depending on the institution, including an on-line tutorial, an 
informational reading packet, a personal meeting with a financial aid counselor, or a group 
information session. 
Most schools are turning to electronic counseling sessions because of increased 
demands for loans and decreased staff and budgets within student financial aid offices. As a 
result, students must complete an on-line tutorial about student loan usage before their loan 
money is released to them. This individualized method of counseling has improved the 
response time for students waiting to get their loan monies. One problem with individual 
counseling sessions (aside from constraints of time and money) has been that students cannot 
get their loans until the session had been completed, thus causing delays in the distribution of 
funds for payment of tuition and fees as well as room and board. 
Several universities conduct a session for parents during summer orientation that is 
designed to explain loans and financing options. Other resources made available regarding 
student loan information include providing the student's complete loan history when 
resubmitting the annual Free Application for Student Financial Aid (FASFA) form, on-line 
debt management information on the Student Financial Aid website, and entrance counseling 
on the same website that includes a test at the end to measure understanding of information 
(R. Johnson, personal communication, December 2001). 
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Congress tried to address the issue of loan obligation education through provisions in 
the Higher Education Act of 1986. Currently, student borrowers are required to participate in 
an entrance session and an exit interview prior to leaving the institution they have attended 
(Guthrie, 1986; Hira & Brinkman, 1992). Not all researchers agree with this method of 
counseling. Hira et al. (2000) wrote, "counseling students as they walk out the door is 
tantamount to closing the barn door after the horse has escaped" (p. 18). Policymakers must 
articulate the value of loan counseling that transpires before the disbursement of loan monies. 
This change in policy will emphasize the growing concern regarding the over-borrowing of 
student loans. Baum and Saunders (1998) advocate such a policy. "Rather than restricting the 
availability of loans, we should counsel students throughout their post secondary careers to 
evaluate carefully their individual situations and prospects before incurring large amounts of 
debt" (p. 23). Hira et al. (2000) assert, "Many students who use education loans have limited 
knowledge about various aspects of their loans, their ability to handle loan repayments, and 
how loan indebtedness will affect other aspects of their lives" (p. 10). 
Real and Perceived Debt Burden 
When discussing postsecondary education issues, specifically student financial aid, it 
is critical to examine debt and the effect it has on students. To provide a complete picture of 
student debt one also must include loans from private sources and credit cards. Although 
details regarding private student loans are limited, research indicates this area of borrowing is 
increasing. The College Board (2000b) reported that for the 1999-2000 academic year 
"nonfederal loan volume exceeded $3.8 billion, up from $2.9 billion a year earlier and $1.3 
billion four years ago" (p. 3). 
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According to a study done by Nellie Mae (2001), graduating seniors on average carry 
$20,402 in combined education loan and credit card balances. The American Council on 
Education (2001) reports that almost 80% of dependent undergraduates have at least one 
credit card, and, of those, 46% carry a monthly median balance of $1,600. Although 
independent undergraduates were no more likely to have cards, 59% of those who did carried 
a higher median balance ($2,200). For graduate and professional students, it appears that 
credit cards are a critical component in their finances. Ninety percent hold at least one card; 
the median balance is $3,900, and 45% report that they do not pay it off monthly (p. 4). 
The burden of repaying excessive loans could have serious repercussions for many 
students. Baum (1996) maintains, "As the cost of postsecondary education has spiraled, the 
magnitude of private, voluntary transfers from parents to children also has become an 
important public policy issue" (p. 10). Using the National Postsecondary Student Aid Study 
Data, the American Council on Education (2002b) recently released Table 2.3 regarding 
students and their debts from the 1999-2000 National Postsecondary Student Aid Study. As 
the table illustrates, at least 20% of students at every type of institution of higher education 
borrow money to pay for that education. According to the data the percentage of students 
who borrowed at private 4-year institutions (67%) for their bachelor's degree did not differ 
significantly from students at public 4-year institutions (60%) and the median amount 
borrowed was only slightly different ($17,250, compared to $15,375). 
The median amount borrowed for a master's degree versus a doctorate did not differ 
greatly (approximately $17,000 to $24,000, depending on the type of school), whereas 
obtaining a professional degree was much more expensive. Over eighty percent of the 
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Certificate Community College 23 $4,610 
Proprietary School 74 $6,364 
Associate Community College 28 $5,194 
Bachelor's Public 4-Year 60 $15,375 
Private 4-Year 67 $17,250 
Master's Public 4-Year 54 $17,341 
Private 4-Year 59 $24,409 
Doctorate All Institutions 50 $24,078 
Professional Public 4-Year 87 $61,417 
Private 4-Year 83 $73,533 
Source: American Council on Education (2002b) 
students surveyed borrowed for their professional program, with the median amount for 
public institutions $61,417; that increased to $73,533 for private colleges and universities. 
It is also interesting to note that 74% of students who attend a proprietary school 
borrow money to finance their schooling. A proprietary school is defined as a for-profit 
school such as a cosmetology school, or computer repair or other vocational trade school. 
Students who graduated from for-profit institutions are "more likely to graduate with student 
loan debt than all other degree earners except those earning professional degrees in fields 
such as law and medicine" (American Council on Education, 2001, p. 2). 
As the costs associated with college continue to escalate, the perceived benefits of a 
higher education may diminish for prospective students. One of the consequences of 
increased debt loads or even the perception of debt burden may be avoidance. In fact, some 
prospective students may decide that the cost of an education is too high, and therefore 
forsake an education. Others may limit their choices to the most cost-effective, eliminating 
private schools in favor of more affordable public universities (Keynes, 1995). Even for 
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students whose debt ratio is not high, the perception of a debt burden can be grueling. 
According to Baum (2000), a National Student Loan Survey found, "the gap between median 
and personal earning is significantly and positively related to the extent to which respondents 
report feeling burdened by their debts" (p. 58). Baum and Saunders (1998) recount that many 
student borrowers also have non-education loan debt and feel equally burdened by both. 
Debt-to-income Ratio 
Fossey (1998a) reports, "Between 1985 and 1991, it [individual student loan 
indebtedness] grew by 153%, from $6,488 to $16,417" (p. 320). To understand if students 
are carrying a large debt load, most financial aid personnel and researchers use a financial 
ratio to measure debt burden and financial well-being. "Financial ratios are objective 
measures designed to simplify the process of making judgmental analytical assessments of 
individual or family financial status" (Lytton, Garman, & Porter, 1991, p. 3). 
Using a debt-to-income ratio to measure debt burden is useful, as it takes into account 
both a person's financial capacity and obligation. It is also complex, in that one must decide 
what types of debt to include in the ratio (Canner & Luckett, 1991). It is also important to 
distinguish between debt and debt burden, as the two may be vastly different. A person with 
a low income and debt will have a larger debt burden than an affluent person with the same 
amount of debt. 
The debt-to-income ratio is the proportion of monthly income needed to make 
monthly loan payments. Most researchers, financial aid personnel, and policy makers suggest 
a limited debt-to-income ratio. Older research set a limit of no more than 15% of pretax 
income (Evangelauf, 1987; Hansen & Rhodes, 1988; Horch, 1984), but more recent research 
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has stated that a 10% (meaning no more than 10% of monthly income is spent on student 
loan repayment) limit is more reasonable (Choy, 2000). 
"In 1986 the National Association of Student Financial Aid Administrators 
(NASFAA) determined real debt burden occurs when the ratio of loans payments to salary 
equals or exceeds 8% of gross income" (Saunders, 1996, p. 26). Scherschel (2000) 
recommends a limit of 5%, but acknowledges that this ratio is rare for today's students. 
Housing lenders currently use an 8% rule for student loan debt, with total monthly debt 
payments of 36 to 41% of monthly gross income including car and credit card payments as 
well as student loans (Scherschel, 1998). Although defining an acceptable debt-to-income 
ratio is beyond the scope of this study, it is important to recognize the current guidelines of 
researchers and the lending industry as a framework for understanding the debt burden of 
graduates in this study. 
In 1998-1999, the expected starting salary range for all graduates was between 
$26,300-$32,000, an 8.0% increase since 1997-1998 ("Starting salaries for the class of '99," 
1999). Such news is positive for graduates with student loan debts, although things have not 
remained as positive. The Summer 2002 issue of Salary Survey, a quarterly report published 
by the National Association of Colleges and Employers (NACE), shows that salary offers in 
many fields are significantly lower than they were just one year ago (Luckenbaugh, 2002). 
Although the Economic Research Institute (2002) reports that for the 1st quarter of 2003 the 
average annual starting salary is expected to be $39,487, and one year ago the average annual 
starting salary was $38,916, the increase is very slight and not in all fields of employment. 
Because of the income difference between men and women, it is important to 
examine the variations in debt burden between the two, as women may have greater 
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difficulty repaying their debt. According to Baum and Saunders (1998), women average 
about $6,000 less income per year than men. The disparity increases at the higher income 
levels. Whereas 15% of men make over $50,000 a year, only 4% of women achieve this level 
of income. For women with large student debt and low incomes, the burden of repayment 
may be severe. In fact, women often report their debt as more burdensome than men do 
(Baum & Saunders, 1998). 
Not knowing what their debts will be is another cause of stress for students. Hira and 
Brinkman (1992) report, "knowledge of monthly payments is the primary area where 
students lack knowledge" (p. 38). One reason for this lack of knowledge may be lack of 
information on various aspects of loans such as interest. King and Frishberg (2001) report 
that 78% of the respondents in their study underestimated the effects of interest on loan 
repayment. In fact, as the debt grew, students were less able to understand how interest 
would affect their repayment. "Respondents with less than $15,000 in debt underestimated 
the total cost of their loans by $1,387.00. Those with between $15,000 and $30,000 in debt 
underestimated the cost by $2,961.00 and those with debts over $30,000 by $7,189.00" 
(p. 14). Other areas in which students lack loan knowledge include repayment options such as 
deferments, forbearances, and graduated and income-sensitive repayment plans. 
Defaults and Other Repercussions from Increased Debt 
In 1990, the student loan default rate soared to an astonishing 22%, which meant that 
more than one in five borrowers defaulted on payments in the year their loans came due or 
within a year thereafter. That number decreased dramatically, to 9.6%, in 1996 (Fossey, 
1998a). In 1998, the U.S. Secretary of Education, Richard Riley, was able to announce that 
the number of defaults on federally insured student loans had shrunk for the sixth straight 
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year. Although this change in defaults looks impressive, it is important to remember how 
dramatically the student loan program has grown during these years. Therefore, although the 
number of defaulters has decreased, it may be due to the fact that the total number of 
borrowers has increased significantly. Keynes (1995) also reports encouraging news on the 
status of defaulters, stating that fewer than six percent of Stafford loan borrowers 
encountered difficulties repaying their loans. 
Several studies (King & Frishberg, 2001; Pema, 2001; Redd, 2001) report that first-
year students are the most vulnerable when it comes to knowledge about their student loans, 
and that these students borrow more than their older counterparts. This news is of concern to 
financial aid professionals, as it is often first-year students who do not continue with their 
programs, thus increasing the risk of defaulting on loans. A study by Noel-Levitz (2001) 
confirmed this risk. The researchers found that students who graduate are a very small 
percentage of loan defaulters; students who drop out are at greater risk for default. As a result 
of this knowledge, colleges and universities are teaming with other financial aid 
professionals to develop "life skills courses" that would address first-year experiences and 
provide financial counseling opportunities. 
There is another reason to be concerned about the effects of student loans. According 
to Gevirtz (2001), more college students drop out of college than graduate, which not only 
increases the risk of default but also creates a greater burden for those who carry large 
student loan balances. Redd (2001) and Davis (2000) both report that students who do not 
finish their bachelor's degree have greater difficulty repaying their student loan debt due to 
lower wages. King and Frishberg (2001) also report that students in their first years of 
college are at the highest risk of underestimating the impact of their borrowing habits. This 
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underestimation is of concern, as it is often younger students who drop out of school, thus 
leaving them with increased debt and difficulty in repaying it. 
Repayment Options 
Today college students have more options than ever for repayment. Borrowers can 
consolidate their loans, extend the repayment time up to 30 years, and use graduated 
repayment plans as well as forbearances and deferments (Keyes, 1995). In general, student 
loans must be repaid within ten years unless an alternative plan of repayment is selected. 
Among the methods of repaying student loan debt; the four most common are: 
• The standard plan, the most common, has the borrower paying a set amount each 
month (a minimum of $50) for up to ten years. Repayment length may vary 
depending on the total amount borrowed. 
• The graduated repayment plan allows a student to begin with lower monthly 
payments and then gradually increase the amount paid. Usually, the payments 
increase every few years during the repayment period. 
• The income-sensitive plan allows borrowers to increase or decrease the amount of 
their monthly student loan payment based on current income and loan amount. This 
option allows students to make larger payments if they have higher incomes, and vice 
versa. They also may be eligible for up to a five-year forbearance, making the total 
repayment period up to 15 years. 
• Finally, the extended repayment plan allows borrowers with federal loans totaling 
$30,000 or more (taken out after October 1998) to extend loan payments up to 25 
years. 
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Loan consolidation is another option that is available to students with loan debt. 
Although now there are more options than ever before for repaying loan debt, the benefits 
and costs of each plan must be analyzed carefully. Plans with extended repayment options 
often drastically increase the total amount of money repaid, due to the increased interest that 
is accumulated. Some financial aid officers advocate the income-contingent plans as 
advantageous to students because, no matter how much the student borrows, their repayment 
obligations always will be in proportion to their incomes. Baum (1996) questions the benefits 
of these programs, however, and believes they ultimately will change the distribution of 
family help in paying for college. She concludes, "it is reasonable to believe that the 
existence of this program will increase both the willingness of students to borrow and the 
willingness of parents to pass the burden on" (p. 14). 
With such plans as the income-sensitive repayment plans, "parents will still be paying 
for their own educations when their children are ready for college, perpetuating the shift of 
the burden to children"(Baum, 1996, p. 15). She also reports that this plan "has a potentially 
negative effect in terms of efficiency, since there is no penalty for students who choose to 
invest in human capital with a low rate of return. Society bears the entire risk... .Society will 
also bear the cost of any consumption component to education (education for its own sake) 
not correlated with higher market earnings" (Baum, 1996, p. 16). Other researchers (Fossey, 
1998a, 1998b; Keynes, 1995) agree with Baum's negativism regarding the new repayment 
plans. Because extending the repayment of the loan significantly increases the total cost of 
the loan, trouble could loom ahead. Not only could there be entire generations taking a 
quarter of a century to repay their student loans, but older students who opt for this 
repayment plan may be repaying their college loans long after they retire. 
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Another negative aspect to the income-sensitive repayment plan is the total cost of 
repayment. Fossey (1998a) states that, "a student who borrows $80,000 and pays the loan 
over a 25-year period will accrue more than $100,000 in interest costs" (p. 320). Keynes 
(1995) questions the likelihood of students continuing on to graduate or professional school 
when they are already deeply in debt from undergraduate school. Whatever the method of 
repayment, it has become pertinent that students and parents carefully weigh the costs and 
benefits of a college education when incurring large amounts of student loan debt. The 
consequences of such actions are yet to be determined, but will be played out dramatically in 
the next decade. 
Previous studies have examined numerous areas of higher education, including a 
history of higher education, paying for a college education, increasing costs and access 
issues, student loan usage, knowledge of borrowing debt burden, and defaults. Much of the 
literature on student loan debt is descriptive in nature and focuses on other issues, and not 
specifically the economic well-being of graduates in repayment. Researchers have identified 
socioeconomic factors such as income, economic background, gender, race, and choice of 
institution that indicate who take out student loans, although knowledge is limited regarding 
the long-term effects of educational debt in relation to future economic well-being. The focus 
of this study is the financial well-being of students four years after graduating with a 
baccalaureate degree. 
This study will add a new dimension to the literature on higher education. The 
Baccalaureate and Beyond data set provides a large sample of college students throughout 
the United States to provide a complete picture of college graduates' economic well-being. In 
this study, indicators of economic well-being are used to assess the outcomes of possessing 
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both student loans and other types of consumer debt. The unit of analysis in the study is the 
college graduate, but household variables will be used as outcome variables because 
resources usually are shared among household members, thus making it appropriate to look 
at both individual and household outcomes. 
The study offers both a longitudinal and a cross sectional look at student loan debt 
and financial well-being. Economic consequences four years after graduation will be 
examined to ascertain factors associated with student debt repayment. By controlling for 
factors that are known to affect economic well-being, such as education, race, labor force 
participation, and marital status, a better understanding of the relationship between debt 
burden and well-being will be achieved. Therefore, the question arises as to the relationship 
between debt burden and financial well-being. 
Research Question and Empirical Hypotheses 
The encompassing research question attempts to link student loan debt and financial 
well-being. Perna (2001) found that more students than ever before are borrowing at the 
federal limit. Yet several prominent researchers in the area of student loans and higher 
education (Baum & Saunders, 1998; Choy, 2000; Redd, 2001) report that for the majority of 
recent graduates repayment of student loan debt is not a hardship. This study will substantiate 
previous research by examining whether student loans are an economic hardship or a 
manageable financial expenditure. 
The following empirical hypotheses are derived from the research question and from 
human capital theory. All of the hypotheses incorporate the idea of investment in oneself or 
one's family to receive greater returns at a later date. The decision by the student or family to 
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use student loans, as a means of financing a postsecondary education, will be examined as an 
outcome of the hypotheses by examining the debt-to-income ratio of the respondent. 
Based on the principles of human capital theory and the review of literature, five 
hypotheses will be analyzed. The first four hypotheses derive from college experiences and 
choices of the student. Previous literature (Fox, 1993; Heath, 1993; Weiler, 1996) finds that 
the majority of the choices students make regarding their college experiences are related to 
the financial aspects of obtaining a higher education. Therefore, it seemed important to 
examine these financial variables, type of institution, and cost of attendance, to understand 
how they relate to a student's investment in human capital. A student's GPA and 
undergraduate major also are linked to human capital theory (Flint, 1999; Greene, 1989), in 
that both of these variables affect future earnings; therefore, both are deemed worthy of 
study. 
The final hypothesis seeks to understand if there is a difference between women and 
men in debt-to-income ratios. Due to the differences between men and women in future 
earnings and education, it is important to understand how their debt-to-income ratios differ in 
regards to student loan debt and overall household debt. Whether women will invest less in 
their human capital through formal education (and therefore borrow less) in anticipation of 
lower future earnings and interruptions in their time in the paid labor force is an important 
question, one regarded as critical in shaping future policies of student aid. 
Controlling for background and demographic characteristics, it is hypothesized that: 
1. students with a higher GPA will have a lower monthly debt-to-income ratio compared 
to students with a lower GPA, 
2. the monthly debt-to-income ratio will vary by the major of the student, 
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3. students who attend a private PhD-granting institution will have a higher monthly 
debt-to-income ratio compared to students who attend a public PhD-granting 
institution, 
4. students with a greater cost of attendance will have a higher monthly debt-to-income 
ratio compared to students who have a lower cost of attendance, and 
5. women will have a lower monthly debt-to-income ratio compared to men. 
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CHAPTER 3. METHODS 
The data, variables, methods, and analysis employed in the study are presented in this 
chapter. Decisions made in data preparation and analyses are clarified and accounted for in 
light of other alternatives. 
Data 
Data for this study come from the National Center for Education Statistics Survey and 
Program Areas, specifically the postsecondary area. The Baccalaureate and Beyond (B&B) 
dataset was developed to explain students' debt and their ability to repay that debt. The B&B 
survey was conducted first in 1993, and used the same sample as the National Postsecondary 
Student Aid Study (NPSAS). NPSAS is a nationwide study designed to discover how 
students and their families pay for postsecondary education. 
Although the data used in this study were collected in 1993/94 and 1997, all of the 
students who took out student loans did so before the 1992 Reauthorization Act, when the 
increase in student loan limits went into effect. Therefore, the amount of debt and economic 
hardship associated with repaying this debt will be a conservative estimate of student debt 
burdens today. Because the 1992 Reauthorization Act increased the total amount of 
subsidized loans a student could borrow and created the unsubsidized loan program, student 
debt loads and economic hardships caused by repayment could be greater today than in 
previous years. Although the data are somewhat limited by being pre-1992 Reauthorization 
Act, because of its size, availability, and inclusion of four-year post-graduation information, 
the data set was deemed appropriate for this study. 
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Information Regarding the Baccalaureate and Beyond Survey 
National Postsecondary Student Aid Study (NPSAS) 
The NPSAS includes nationally representative samples of undergraduates, graduate, 
and first-professional students, attending public and private less-than-2-year institutions, 
community colleges, 4-year colleges, and major universities. Both students who receive 
financial aid as well as those who do not receive aid participate in NPSAS. Comprehensive 
student interviews and administrative records, with details concerning student financial aid, 
are available for academic years 1986-87,1989-90,1992-93,1995-96, and 1999-2000. The 
response rates for the survey were calculated for institutional participation (approximately 
88%), student response rate (nearly 70%), and parental response rate (about 62%). The next 
wave of data collection will occur in 2003-04. More information regarding (NPSAS) can be 
found at the National Center for Education Statistics website at 
http://nces.ed.gov/survevs/npsas/. 
The Baccalaureate and Beyond Longitudinal Study 
The B&B Longitudinal Study consists of three components, with data gathered in 
1993 (BB:93), 1994 (BB:93/94), and 1997 (BB.93/97). Data from all three waves are 
analyzed in the current study. The first B&B Longitudinal Study (BB:93) was composed of 
baseline data collected as part of NPSAS: 93. It provided information concerning education 
and work experiences of students who completed a bachelor's degree in 1992-93. The BB:93 
study design also provided both cross-sectional information one year after bachelor's degree 
completion (comparable to the Recent College Graduate survey), and longitudinal data 
concerning entry into, and progress through, graduate-level education and the work force. In 
1993, data also were gathered from over 8,000 of the graduates' parents. The goal of BB:93 
63 
was to follow those baccalaureate degree completers identified in NPSAS for about 12 years, 
beginning with NPSAS:93. 
Approximately 11,000 students who completed their degree in the 1992-93 academic 
year were included in the BB:93/94, the first follow-up. In addition to the student interview 
data, postsecondary transcripts covering the undergraduate period were collected. The 
transcripts provided information on progress and persistence at the undergraduate level 
(National Center for Education Statistics, 2002). 
The second B&B follow-up occurred in 1997 (BB:93/97), and included a student 
interview, a departmental aid application, and loan records. Approximately 10,000 
individuals out of approximately 11,000 eligible were interviewed between April and 
December of 1997, yielding a response rate of 90 % (Green, Myers, Veldman, Pedlow, & 
Knepper, 1999). The B&B Study contains information on employment history, career 
progress, income, family formation and responsibilities, types and amounts of federal 
financial aid received, total federal debt accrued, and loan repayment status, in addition to 
many other areas, and therefore is an appropriate data set to use for the current study (Greene 
et al., 1999). 
Current Study Sample Design 
The sample used for this study was extracted from the B&B survey, designed to track 
the experiences of a cohort of college graduates through their first four years after receiving 
their baccalaureate degree. The focus of the present study is the extent to which repayment of 
student loan debt is a financial hardship for graduates. Of interest is the individual's 
investment in his or her human capital. Thus, the question to be addressed is whether the 
payoff of the investment in human capital is worth the debt incurred. The study has two 
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dependent variables: (1) a ratio of total monthly household debt payments to monthly 
household income, and (2) a ratio of total monthly student loan payments to monthly 
household income. Because the goal of this study is to understand how student loan debt 
affects students financially, both students without student loans and those students who did 
borrow to finance their education were included in the study. 
Elimination of Missing Data 
Students who did not respond to all three rounds of the B&B longitudinal study were 
dropped from the analsysis. The variables for the four interview dates (the original 
(NPSAS:93), initial B&B interview (BB:93), first follow-up (B:93/94), and second follow-up 
(BB:93/97)) were used to select students who participated in all interviews. This reduced the 
sample size from 11,192 to 9,592. 
Individuals who did not attend a four-year school were included in preliminary 
analyses, but the decision was made to exclude them from the final analysis, to focus on 
students who graduated from a 4-year institution. Therefore, 246 respondents were 
eliminated from the sample because they did not attend a four-year school. Cases also were 
removed because of missing data on the following variables: amount of education debt still 
owed, employment status as of 1997 interview, race, student's marital status, undergraduate 
degree, and highest degree earned by 1997. This reduced the sample size to 8,879 
respondents. Removal of 338 cases with missing data on the created variable, car payment, 
further reduced the sample size from 8,879 to 8,541. 
Additional cases were dropped because of missing data for either the respondent's or 
the spouse's income. Cases also were eliminated based on missing data on "other debt" and 
monthly educational loan payment of the respondent. Further reduction of the sample due to 
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missing data included a list wise deletion if data were missing on any of the following 
variables: cumulative GPA, whether the respondent borrowed for graduate work, total cost of 
attendance, age at which the respondent received the bachelor's degree, vehicle ownership, 
the variable referring to other types of debt, home ownership, household size, and number of 
children in the household. This process reduced the sample size from 7,269 to 6,975, a loss of 
299 cases. 
Sixty-nine cases in the created dependent variable ratio of total monthly debt payment 
over total monthly income had system missing data. This meant the respondent's income was 
missing, resulting in a zero in the denominator. Therefore, a ratio could not be computed. 
The inability to calculate a ratio for those cases demanded they be removed from the sample. 
An additional case was eliminated because the value of the variable, age at which received 
the baccalaureate degree, was reported as 13 years of age. Outliers were removed from the 
variables household size and cumulative GPA. Respondents whose institution was not on a 4-
point scale also were removed from the sample to interpret the cumulative GPA variable 
accurately. Thus, the final sample size was 6,504 respondents out of the original 11,192 
cases. 
Profile of the Orisinal Baccalaureate and Beyond Sample 
Characteristics of the original sample, and the sample used for the current study are 
presented in this section. A description of the original 11,192 cases follows. Over 50% of the 
sample is female. The majority of the graduates are White (74.9%), with Black, Hispanic, 
and other making up approximately 5% each. The mean age at time of baccalaureate degree 
for the sample was 24.96, with the median age being 23. Almost 42% of the original sample 
was married in 1997, but the majority did not have children. 
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The mean undergraduate cumulative GPA was 3.05, and the median cumulative GPA 
was 3.12. Education (14%) was the most popular major. Public, 4-year, doctorate-granting 
institutions were attended by 40% of the sample, while only 13% graduated from a private 4-
year PhD granting institution. 
In the current study, 55.6% of the sample is female. The majority of the graduates are 
White (85.2%), with Black (5.4%), Hispanic (5.0%), and "other" (4.5%) making up the other 
15%. The mean age at time of baccalaureate degree was 24.87, with the median age being 23. 
Almost 48.7% of the study sample was married in 1997, but the majority did not have 
children. 
The mean undergraduate cumulative GPA was 3.18, and the median cumulative GPA 
was 3.17. Humanities/social sciences (14%) were the most popular majors. Public, 4-year, 
doctorate-granting institutions were attended by 42% of the sample, while only 12.9% 
graduated from a private 4-year PhD-granting institution. 
Unit of Analysis 
The unit of analysis in the study is the graduate. Household variables, however, are 
used as outcome variables in the study because resources usually are shared among 
household members, thus making it appropriate to look at both individual and household 
outcomes. Typically, resources are shared within the household, although that distribution 
may not be equal (Lazear & Michael, 1988). 
Empirical Models 
A central premise of human capital theory is that there are several ways to invest in oneself, 
including additional education, improved health, migration, and on-the-job training, all for 
the purpose of greater financial returns at a later date. Demographic and economic variables 
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are examined to understand the influence they have on financial well-being, and therefore on 
the return on individuals' human capital investment. This study tests two empirical models, 
with a different dependent variable for each. The independent variables in both models are 
the same. The Financial Weil-Being Model uses total monthly debt payment over total 
monthly household income in 1996 as the dependent variable. Figure 3.1. shows the 
relationships between variables in the Financial Well-Being Empirical Model. 
The Financial Well-Being Empirical Model 
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Figure 3.1. The Financial Well-Being Empirical Model. 
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The Student Loan Debt Model examines a dependent variable that consists of the 
total household monthly student loan payment divided by the total monthly household 
income in 1996. Figure 3.2 illustrates the Student Loan Debt Model, with the same 
independent variables as the Financial Well-Being Model but a dependent variable that 
specifically examines the issue of student loan debt compared to monthly income. 
The Student Loan Debt Empirical Model 
Personal Characteristics College Poet-College 1997 1997 
Assets 
Total Student Loar 
Debt Payment 
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Currently a Student' 
Highest Degree in 
1997 
Did Student Borrow for Graduate 
School? 
Received Gift Aid? 
Dependency Status 
Cost of Attendance 
Age at Graduation 
Figure 3.2. The Student Loan Debt Empirical Model 
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Dependent Variables 
Financial well-being was defined in this study as the ability to repay debt, specifically 
student loan debt, without undue economic hardship. The dependent variables are computed 
using a debt-to-income ratio similar to a consumer debt ratio (DeVaney, 1993, 1994). A 
consumer debt ratio is defined as "the portion of disposable income committed to the 
payment of debt and, therefore, not available for savings or other purposes" (DeVaney, 1994, 
p. 11). The debt-to-income ratio is defined as "the percentage of gross monthly income 
needed to cover the monthly student loan installment" (Scherschel, 1998, p. 6). 
Financial well-being, as indicated by low debt burden, will be measured by two 
methods: (1) as the total household monthly debt payment over the total monthly household 
income, and (2) as the total amount of student loan debt payment (for both respondent and 
spouse/partner if applicable) over the total monthly household income. Although some 
researchers (Lytton, Garman, & Porter, 1991) choose to examine an annual debt-to-income 
ratio, the current study investigates debt burden in 1996, using an average monthly ratio. In a 
study using the 1998 Survey of Consumer Finances, Getter (2003) also used a monthly-
payment-to-monthly-income ratio to allow for more accurate comparison of "immediate 
financial stress that households bear" (p. 91). 
The statistical analysis results reported in Chapter 4 were run using a monthly debt-
to-income ratio that was calculated using seven variables, five measuring debt and two 
measuring income. 
Debt. The debt portion of the monthly debt-to-income ratio was calculated using five 
variables measuring various types of debt. The amounts of educational debt of both the 
respondent and his/her spouse/partner were measured. The respondent's educational loan 
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amount was assessed by asking the following four questions: (1) "Are you making monthly 
payments on any non-federal loans?", (2) "What is your total monthly payment?", (3) "What 
is your total monthly payment for all educational loans from non-family sources?", and (4) 
"What is your monthly payment for all educational loans?" The spouse's/partner's 
educational loan amount was measured by the question, "What are your spouse's/partner's 
total monthly payments on outstanding educational loans?" When there were no loan 
payments the variable was set equal to zero. Three other variables also were used to measure 
debt: the amount of a car payment, the amount of a mortgage or rent payment, and the 
amount of other debt payments. 
The variable used to measure the amount of a car payment was created from two 
survey items that asked: (1) "Does the respondent (and his/her spouse/partner) own any cars, 
trucks, vans or motorcycles?", and (2) "What is the monthly payment on the auto loan or 
loans?" To calculate whether the respondent had (a) vehicle loan(s) in 1997, a new variable, 
car payment, was produced. Respondents who were coded as a missing, legitimate skip on 
the second variable (auto loan monthly payment) and had answered no on the first variable 
(owner of any cars, trucks, vans or motorcycles?) were recoded as not having a car payment 
in the new variable, car payment. 
The variable regarding mortgage/rent payments was used for two reasons. First, 
people who are new owners of a home are paying most of their mortgage payment to interest 
and accumulating little equity. Thus, the variable can be compared to a rent payment where 
there also is no equity being gained. Hence, it can be argued that it is a more accurate 
snapshot of a monthly debt payment variable than leaving out the mortgage/rent payment 
(see DeVaney, 1994; Winger & Frasca, 1993). Second, the B&B data set in 1997 did not 
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separate mortgage payments from rent payments; thus, it was what the data allowed for this 
variable. 
Other debt was measured by two variables: (1) "Excluding educational debt, do you 
have any other debt for which you are making monthly payments?", and (2) "What is your 
other monthly debt payment?" Respondents having no other debt were coded a zero. Five 
variables - (1) respondent's educational loans, (2) spouse's/partner's educational loans, (3) 
amount of car payment, (4) rent or mortgage payment, and (5) other consumer debt - were 
summed to yield a total monthly debt payment in 1997. To compute the second dependent 
variable ratio, a new variable, student loan debt, was computed from the amount of the 
respondent's educational loans and the amount of the spouse's/partner's educational loans. 
Income. The income portion of the dependent variable was created using two variables, the 
respondent's 1996 income from all sources and the spouse's 1996 income from all sources. 
The respondent was asked, "What was your personal income from all sources in 1996?" It 
was understood by the B&B interviewer that this amount must include income from all jobs, 
and must be equal to or larger than job income. The respondent then was asked, "What was 
your spouse's/partner's income from all sources in 1996?" This question was skipped if there 
was no spouse/partner and the variable was coded "0." 
If the respondent did not know the exact amount on either variable, the midpoints of 
the range provided for the variables (a) the respondent's 1996 estimated income from all 
sources, and (b) the spouse's 1996 estimated income from all sources were imputed. The 
researchers from the original data set provided the estimates. The range of income was 
divided into the following eight categories: (1) Less than $5,000, (2) At least $5,000 but less 
than $10,000, (3) At least $10,000 but less than $20,000, (4) At least $20,000 but less than 
72 
$30,000, (5) At least $30,000 but less than $50,000, (6) At least $50,000 but less than 
$75,000, (7) At least $75,000 but less than $100,000, and (8) $100,000 or more. These two 
variables then were summed together to yield a gross income for the household. The summed 
income amount then was divided by twelve, for a gross monthly total for income. 
The natural log of the dependent variable ratios was used in the final analyses as a 
result of the skewed nature of the distributions on these variables. This is problematic for 
respondents without debt. Because the logarithm of zero is undefined, a minimal payment 
was added to each of the total debt payments. Since a log transformation was needed to 
normalize the distribution of the ratio variable, a $10.00 payment was added to every 
respondent's total monthly debt payment to keep in the dataset 181 cases that had zero as the 
amount of debt. This minute payment allowed the researcher to include all 6,504 cases in the 
sample in the final analysis. As 4,135 cases had a zero payments in the numerator of the 
student loan payment, an additional $10.00 payment was added to the new student loan 
variable to keep these cases in the analyses. This allowed for analysis of the complete (6,504) 
sample for the second dependent variable as well. 
As previously discussed, by using household-level variables, the economic well-being 
of the entire household is assessed, as it is assumed that members of a household pool their 
resources, even though this may not always be the situation. 
Frequency distributions of the dependent variable ratios are shown in Table 3.1. 
The table shows that in the Financial Well-Being Model, more students (18.1%) have a 
monthly debt to income ratio of 10 - 19% than any other ratio category. Concern arises for 
over-burden of debt for 25% of the respondents who have a monthly debt to income ratio of 
40% or more. In the Student Loan Model, the majority of the students (78.5%) have a 
monthly debt-to-income ratio of less than 5%. 
Independent Variables 
The following independent variables, derived from human capital theory, were 
analyzed to discover how they affect a graduate's economic well-being and ability to repay 
debt. Personal characteristics, including gender and race, are measured to understand the 
Table 3.1. Frequency Distributions of the Dependent Variable Ratios (n = 6,504) 
Frequency Percent 
Total Monthly Debt-to-income Ratio 
0.00 83 1.2 
0.01-0.09 326 5.0 
0.10-0.19 1,177 18.1 
0.20-0.24 883 13.6 
0.25-0.29 965 14.8 
0.30-0.34 789 12.1 
0.35-0.39 637 9.8 
0.40-0.49 741 11.4 
0.50-0.59 337 5.2 
0.60-0.99 398 6.1 
1.00 or higher 168 2.6 
Total 6,504 100.00 
Total Monthly Student 
Loan-to-income Ratio 
0.00 2,952 45.4 
0.01 990 15.2 
0.02 439 6.7 
0.03 415 6.4 
0.04 309 4.8 
0.05-0.08 643 9.9 
0.08 or higher 756 11.6 
Total 6,504 100.00 
"Total is less than 100% due to rounding 
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effect they had on financial well-being in 1997. Other variables included in the analysis are: 
undergraduate major, cumulative undergraduate grade point average (GPA), type of 
institution from which the student graduated, whether he or she borrowed student loans for 
graduate school, receipt of gift-aid, dependency status, cost of attendance, and age at which 
respondents received their degree. Assets, current employment status, graduate's marital 
status, household size, current student status, and the highest degree earned by 1997 also 
were included in the model as independent variables. 
Personal Characteristics 
Gender. Males are coded as "0" and females are coded as "1." 
Race. The self-reported variable, race-ethnicity, contained six categories: (1) American 
Indian/Alaskan Natives, (2) Asian or Pacific Islanders, (3) Black non-Hispanic, (4) Hispanic, 
(5) White non-Hispanic, and (6) Other non-Hispanic. Categories 1 and 2 were combined with 
6 to yield four categories: (1) White non-Hispanic, (2) Black non-Hispanic, (3) Hispanic, and 
(4) Other. The four-category variable then was recoded into four binary variables for the 
analysis, with White non-Hispanic as the category that was omitted. 
Collese Variables 
Several of the college and post-college independent variables were recoded as 
dummy variables or removed from the model because of the strong correlations between 
those variables and the variables used to create the dependent variable. The variable that was 
recoded into a dummy variable asked if the respondent borrowed for graduate studies. The 
two variables originally in the model and later removed asked if the respondent borrowed for 
undergraduate studies and whether the self-help aid borrowed had been repaid. 
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Undergraduate major. Respondent undergraduate major was recoded from twelve categories 
into five general categories: (1) Business and management, (2) Engineering, mathematics, or 
science, (3) Humanities or social sciences, (4) Education, and (5) Other, consisting of: health 
professions, public affairs/social services, and other majors not listed above. The variable 
then was recoded into five binary variables with the category of Business and Management 
omitted for the regression analysis. 
Cumulative undergraduate grade point average (GPA). The students' GPA was calculated 
using their cumulative grade point average for their undergraduate degree. The mean GPA 
for the sample was 3.18. Only students on a 4-point grading scale were included in the 
analyses due to difficulties with converting other grading scales. 
Type of institution from which the respondent graduated. The type of institution from which 
the student graduated was recoded into four categories: (1) public 4-year, PhD-granting, (2) 
public 4-year, non-PhD-granting, (3) private 4-year, PhD-granting, and (4) private 4-year, 
non-PhD-granting. The variable then was recoded into four binary variables, with private 
PhD-granting institutions as the category omitted for the regression analysis. 
Post-baccalaureate self-help aid. This dummy variable indicated the respondents who 
borrowed money for his/her graduate or first professional degree from the federal 
government, state government, private lenders, family, friends, or any other source. The aid 
must have been received during the most recent academic year (July through June) in which 
the student was enrolled in a graduate or professional degree program. Respondents who 
were not in a master's, post-master's, first professional, or doctoral degree program were 
coded "0," as were respondents who did not take any courses after receiving their bachelor's 
degree. 
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Received gift aid? Because gift aid, by definition, does not need to be repaid at a later date, a 
dummy variable of acknowledgement of gift aid was created to capture any type of gift aid 
students may have received during their college years. Work-study variables as well as 
tuition wavier variables were not included in the created gift aid variable because work-study 
(as defined in Chapter 1) is a part of self-help aid and tuition waivers are often tied to work 
or other circumstances. 
Thirty-one variables, representing various types of gift aid and veteran's aid, were 
included in the created variable: Pell grants, supplemental educational opportunity grants, 
athletic scholarships, institutional need-based grants and scholarships, institutional non-need-
based grants, other need-based grants and scholarships, other non-need-based grants and 
scholarships, state need-based grant/scholarships, state non-need-based grant/scholarships, 
health professions scholarships for first year students of exceptional financial need, financial 
assistance for the disadvantaged, supplemental educational opportunity grants, employer 
tuition benefits, National Merit Scholarships, State Student Incentive Grants, and sixteen 
types of veterans' aid. 
As could be expected, most gift measured by these variables were received by a small 
number of respondents. Those students not receiving the specific gift aid were recoded "0" 
before the 32 individual variables were summed to create "amount of gift aid received." The 
new summed variable then was coded "0" if the respondent did not receive any gift aid and 
"1" if the respondent received gift aid. 
Dependency status. Students were considered independent if (1) the institution reported that 
they were independent, or (2) they met one of seven specific criteria. Unless noted otherwise, 
information on the seven criteria was taken, in order of priority, from the financial aid forms, 
from information the institutions themselves collected about the student, and from student-
reported data. The seven criteria are: (a) being twenty-four years of age or older as of 
12/31/92, (b) being a veteran, (c) being an orphan or ward of the court, (d) having legal 
dependents, other than spouse, (e) being married and not claimed by parents on 1992 tax 
returns, (f) being a graduate student and not claimed as a dependent by parents on 1992 tax 
returns, or (g) being a single undergraduate, not claimed as a dependent by parents on either 
1990 or 1991 tax returns, and self-sufficient for two years prior to receiving any federal aid. 
Dependency status was measured at time of first interview, 1993. Respondents were coded 
"0" if they were dependent and "1" if they were independent. 
Cost of attendance. The total cost of attendance was measured using a student-reported 
variable. Attendance-adjusted total costs are equal to the sum of tuition, direct costs of 
attendance, attendance-adjusted total household costs while enrolled, or room and board 
charges if the student lived on campus. The attendance-adjusted household costs use 
household costs that have been reduced during months of less than full-time attendance. The 
mean cost of attendance was $11,816, and the median cost was $10,400. 
Age at which they received their degree. The respondent's age was measured by asking the 
age at which he/she received his/her undergraduate degree. Although the mean age for 
receiving an undergraduate degree was 24.87, there was a broad range in ages, with the 
youngest student just 18 years old and the oldest student 66 years old at time of graduation. 
The median age at which students received their undergraduate degree was 23. 
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Post-collese 1997 Variables 
Assets. Assets of the graduate were measured using a yes/no dummy variable. The variable 
asked if the individual currently was saving money. Zero indicated that the respondent 
currently was not saving money, and "1" was coded as saving. 
Employment status. Employment for 1997 was measured using the reported employment 
status as of the interview date in 1997. The variable was recoded into three categories of 
graduates who were: (1) involved in the paid labor force full-time, (2) involved in the paid 
labor force part-time, and (3) unemployed or permanently out of the labor force. The variable 
then was recoded into three binary variables, with unemployed or permanently out of the 
labor force as the category omitted for the regression analysis. As of 1997, 80.6% of the 
sample was employed full-time. The majority of the respondents had worked full-time from 
1993-1996 as well. 
The data allowed for two ways to measure employment status, using historical means 
(the total number of months worked full-time, part-time, and not-at-all from 1993 to 1996) 
and current status (employment status in 1997). After preliminary analysis, it was found that 
the historical employment history variable and the current employment status were highly 
correlated with each other in both the correlation matrix and regression analysis, thus making 
it necessary to eliminate one of the measures. Therefore, the current employment status was 
selected as it preformed better in the model than the historical employment history variable. 
Graduate's marital status. Students' marital status was measured in 1997. For many of the 
graduates, marital status changed between 1994 and 1997. The variable was recoded into 
three categories: (1) single/never married, (2) married or living in a marriage-like 
relationship, and (3) divorced/separated/widowed. The variable then was recoded again into 
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three binary variables, with the category of single/never married omitted for the regression 
analysis. 
Household size. Household size was measured using a continuous variable. The number of 
people in the household was calculated by counting the total number of people in the 
household to assess the number of people sharing the resources of a particular household. 
Cases that reported no one in the household were recoded into one person in the household, 
and respondents who reported over 12 people in the household were removed (7 cases) as 
they were thought to be incorrect data. The average number of people living in a household 
was 1.55, while the median was 1. Over 95% of the sample reported having three or fewer 
people living in the household in 1997. 
Education status. A dummy variable was used to identify students who had returned to 
school by 1997. A question was asked whether the respondent was in school at the time of 
the 1997 interview. In 1997 the majority (83.6%) of 1992-93 graduates were not enrolled in 
further schooling. 
Highest degree in 1997. The highest degree a graduate had earned by 1997 was asked to 
ascertain whether the respondent had continued on for further education after receiving a 
bachelor's degree in 1992-93. This variable was recoded from thirteen categories into four: 
(1) no further post-baccalaureate degrees, (2) master's degree - which included master's 
MBA and post-master's certificate, (3) first-professional degree and doctoral degrees, and (4) 
all other post-baccalaureate degrees, including an associate's degree, a second bachelor's 
degree, post-baccalaureate certificate, certificate or license, or non-degree program. 
For the variable, highest degree obtained by 1997, people who had obtained a 
doctoral degree were combined with those who obtained first-professional degrees. Only 13 
80 
respondents were in the doctoral category, so leaving them in their own group would have 
caused over-specification of the model, since students who obtain doctoral and professional 
degrees usually have similar amounts of student loan debt. The variable then was recoded 
into four binary variables, with no further post-baccalaureate degree as the category omitted 
for the regression analysis. 
Descriptive Statistics 
Descriptive statistics of the continuous variables are displayed in Table 3.2. To 
examine the effect of extreme values, medians as well as means are reported (Choy, 2000, p. 
37). Frequency distributions of the categorical variables are shown in Table 3.3. Included in 
both tables are all of the independent variables. The order of the variables in the tables 
matches the order of the variables in the explanations above. The seven dependent variables 
that make up the ratio of total monthly debt payment over monthly income and the log of the 
ratio are also included in Table 3.2. From these dependent variables are derived the second 
ratio, total student loan debt monthly payment over monthly income, and the log of that ratio. 
Frequencies of twelve of the independent variables are displayed in Table 3.3. 
The variables displayed in Tables 3.2 and 3.3 were selected based on human capital theory. 
As noted from the theory, the variables used as independent variables should have an effect 
on the dependent variable. 
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Table 3.2. Descriptive Statistics of the Continuous Variables (n - 6,504) 
Variable Minimum Maximum Mean Median Std. Dev. 
Cumulative GPA 2.0 4 3.18 3.17 .44 
Attendance Costs $450.00 $45,214.00 $11,816.08 $10,400.00 $7,091.09 
Age at BA 18 66 24.87 23 5.88 
Number in HH 1 11 1.55 1 .94 
Monthly Debt Payment -
Educational - Respondent $0.00 $3,000.00 $62.29 $0.00 $135.25 
Educational - Spouse $0.00 $9,000.00 $17.31 $0.00 $166.39 
Total Student Loan $0.00 $9,010.00 $89.60 $10.00 $216.88 
Car $0.00 $3,442.00 $198.24 $200.00 $226.52 
Mortgage $0.00 $5,000.00 $563.47 $520.00 $384.44 
Other $0.00 $9,999.00 $173.77 $50.00 $331.84 
Total Monthly Debt 
Payment $0.00 $10,884.00 $1,025.09 $921.00 $649.90 
Income -
Annual Respondent $0.00 $600,000.00 $30,362.21 $28,000.00 $21022.44 
Annual Spouse $0.00 $1,000,000.00 $14,994.94 $0.00 $27,019.12 
Total Monthly Income $0.08 $83,333.33 $3,779.76 $3,166.67 $2,887.78 
Total Debt-to-income Ratio 0.00 7,260.00 1.65 0.29 90.34 
Total Debt-to-income Log -8.38 8.89 -1.34 -1.25 .094 
Monthly Student Loan 
Debt-to-income Ratio 0.00 120.00 .078 .006 1.73 
Monthly Student Loan 
Debt-to-income Log -9.03 4.79 -4.6051 -5.12 1.58 
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Table 3.3. Frequency Distributions of the Categorical Variables (n = 6,504) 
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Table 3.3. (continued) 
Employment Status 1997 
Full-time 5,240 80.6 
Part-time 534 8.2 
Unemployed 730 11.2 
Total 6,504 100 
Marital Status 1997 
Single 2,973 45.7 
Married 3,165 48.7 
Divorced/Separated/Widowed 366 5.6 
Total 6,504 100 
Enrollment Status 1997 
No 5,435 83.6 
Yes 1,069 16.4 
Total 6,504 100 
Highest Degree in 1997 
No post-baccalaureate degree 5,265 81.0 
Master's degree 701 10.8 
First-professional/Doctorate 132 2.0 
Other 406 6.2 
Total 6,504 100 
Data Analysis 
SPSS statistical software was used to analyze the data. Preliminary analysis included 
frequencies of all independent and dependent variables. Cross-tabulations and correlation 
tables also were run to understand the relationship between each variable and other variables. 
Although the results of the cross-tabulations are not included as part of this study, correlation 
tables are discussed in Chapter 4 and reported in the Appendix. Multiple regression using 
ordinary least squares analysis was selected to study the effects of the demographic and 
economic background variables of the student, as well as the influence of college variables 
including major, GPA, type of institution, type of financial aid on the dependent variables, 
financial well-being (defined as total monthly household debt) and total monthly student loan 
debt over total monthly household income. 
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CHAPTER 4. RESULTS AND DISCUSSION 
The results of the study are presented and discussed in this chapter. Outcomes of the 
correlation analysis are presented first, followed by the results of the multiple regressions. 
The amount of debt burden respondents have, as well as evidence to support or reject each 
hypothesis, are reported and explained within the discussion section of this chapter. 
Results 
Bivariate Relationships 
Pearson correlation coefficients were calculated for all pairs of variables (see 
Appendix, p. 130). Variables that were highly correlated with other independent variables 
were removed after initial analysis using the correlation table. 
Overall Model Sisnificance 
Results for tests of model significance for both the Financial Well-Being Model and 
the Student Loan Debt Model, are shown in Table 4.1. Both models were found to be 
statistically significant. The adjusted R2 value of .073 for the Financial Well-Being Model 
indicates that 7.3% of the variance in the dependent variable is explained by the independent 
variables. The value of the F-statistic (F- 19.854) shows that the model is significant at the 
.001 level. 
The adjusted R2 value of .188 for the Student Loan Debt Model indicates that 18.8% 
of the variance in the dependent variable is explained by the independent variables. The 
value of the f-statistic for this model was 56.597, which indicates that the model is 
significant at the .001 level. 
85 
Table 4.1. Overall Significance of the Dependent Variables using Multiple Regression 
Analysis 
Log of the Ratio of Total Log of the Ratio of 
Debt Payment to Income Student Loan Payment 
to Income 
Adjusted R2 .073 .188 
F 19.854 56.597 
27 27 
Significance < .001*** < .001*** 
*** p = < .001; ** p — < .01; *p — < .05 
In examining Table 4.1, it appears that the Student Loan Debt Model performed 
better than the Financial Well-Being Model. There may be several reasons for this improved 
performance. For example, the independent variables used in both models tie more closely to 
the dependent variable in the Student Loan Debt Model. Many of the independent variables 
are related to higher education issues, and therefore to student loans. 
Multiple Resression Analyses 
Results of the multiple regression analysis on the log of the dependent variable (total 
monthly debt payment over monthly income) are reported in Table 4.2. Columns two and 
three of the table consist of the unstandardized coefficients (B) and the standard error. The 
smaller the standard error of the estimate, "the better the statistic is as an estimate of the 
population parameter" (Vogt, 1999, p. 274). Often it is difficult to interpret what the 
unstandardized coefficient B means; thus the standardized regression coefficient (J3) in 
column four is used for interpretation. 
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Table 4.2. Regression Analysis for the Financial Well-Being Model 
Unstandardized Coefficients Standardized 
Coefficients 
VARIABLE B Std. Error P T P 
Female .01182 .024 .006 .486 .627 
Black3 .09857 .051 .024 1.930 .054 
Hispanic" .05417 .052 .013 1.040 .298 
Other Race3 -.103 .055 -.023 -1.874 .061 
Engineering^ 
Humanities 
-.05309 .041 -.022 -1.287 .198 
.09597 .038 .045 2.493 .013 
Education15 .004056 .43 .002 .094 .925 
Other Majorb -.008202 .038 -.004 -.215 .830 
Cumulative GPA -.124 .028 -.058 -4.448 < .001 
Public PhDc .01071 .040 .006 .270 .787 
Public non-PhDc .05702 .043 .026 1.328 .184 
Private non-PhDc -.04687 .040 -.020 -1.161 .246 
Borrowed Grad Work .262 .036 .109 7.326 < .001 
Received Gift Aid? .132 .024 .070 5.475 < .001 
Dependency Status .108 .030 .056 3.576 < .001 
Attendance Costs .000002630 .000 .020 1.377 .168 
Age at BA -.01830 .003 -.115 -7.173 < .001 
Currently Saving? -.260 .025 -.130 -10.572 < .001 
Married -.05851 .025 -.031 -2.368 .018 
Divorced^ .280 .056 .069 5.044 < .001 
Number in HH -.07225 .012 -.072 -5.843 < .001 
Currently Enrolled? -.006563 .033 -.003 -.196 .844 
Masters Degree® .01143 .040 .004 .283 .844 
Professional Degree6 .419 .084 .063 4.991 < .001 
Other Degree6 .102 .047 .026 2.186 .029 
Employed Full-Time^ .121 .038 .051 3.208 .001 
Employed Part-Time^ .08374 .052 .025 1.620 .105 
CONSTANT -.523 .118 -4.437 < .001 
"Base category is White, non-Hispanic 
bBase category is Business/Management majors 
c Base category is Private PhD-granting institutions 
dBase category is Single/Never married 
e Base category is No further education after baccalaureate degree 
fBase category is Unemployed/Permanently out of the work-force 
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The value of /? is defined as "indicating the amount of net change in standard 
deviation units, of the dependent variable for an independent variable change of one standard 
deviation" (Bohmstedt & Knoke, 1982, p. 465). Columns five and six show the ^-statistic 
and the significance of that statistic. Thirteen variables in the regression analysis were found 
to be significant at the 5% level after controlling for other variables in the model. 
Undergraduate major. The type of major a student selected was found to be significant for 
specific majors. The omitted category was Business/Management majors. Degrees in 
Engineering/Mathematics/Sciences, Education, and other majors were found not to be 
significantly related to the debt-to-income ratio. The analysis, however, did find that students 
who major in Humanities/Social Sciences were more likely to have a higher monthly debt-to-
income ratio {fi = .045,/? < .05) compared to Business/Management majors. 
Cumulative undergraduate grade point average (GPA). Analyses of the coefficient estimates 
indicate statistically significant differences in the debt-to-income ratio according to 
cumulative GPA. The analysis found that students with a lower cumulative GPA were 
significantly more likely to have a higher monthly debt-to-income ratio than were students 
with a higher GPA (/? - -.058,p < .01). 
Borrowed for graduate work. Students who borrowed for additional schooling also were 
more likely than students who had not borrowed for post-baccalaureate work to have a higher 
monthly debt-to-income ratio (/? = .109,p< .01). 
Received gift aid? The parameter estimate for gift aid was positive and significant. However, 
the unstandardized coefficient for the variable was very small and less than half of the 
respondents in the sample received gift aid. Those who received gift aid had a higher 
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monthly debt-to-income ratio (ft = .70, p < .01) than those students who did not receive gift 
aid. 
Dependency Status. Student who were independent (in 1993) were more likely to have a 
higher monthly debt-to-income ratio (/? = .056,p < .01) than students who were still 
dependent on their parents. 
Age at which they received their degree. Students who graduated with their baccalaureate 
degree when they were older were found to have a lower monthly debt-to-income ratio (fi = -
.115,p< .01) than students who graduated with their undergraduate degree at a younger age. 
Assets. A respondent's assets were determined by the yes/no question, "Are you currently 
saving money?" Respondents who were saving money at the time of the interview were 
found to have a lower monthly debt-to-income ratio (fi = -.130,p < .01) than those who were 
not saving money. 
Graduate's marital status. The marital status of the respondent in 1997 was found to be 
significant. Recall that the omitted category for this variable was single/never-married 
students. Graduates who were married in 1997 were more likely to have a lower monthly 
debt-to-income ratio (J3 = -.031 ,p < .05) than single/never-married respondents. People who 
were divorced/separated/widowed had a higher monthly debt-to-income ratio (/? = .069, p < 
.01) than single/never-married respondents. 
Household size. The size of the household in which the respondent lived was negatively 
correlated with the dependent variable (JJ = -.072, p < .01). Thus, larger households were 
found to have a lower monthly debt-to-income ratio. 
Highest degree in 1997. Obtaining a master's degree by 1997 was not found to have an effect 
on the respondent's monthly debt-to-income ratio. However, obtaining a first-professional, 
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doctoral, or other type of degree was found to be significant. The omitted category was 
students who obtained no further education after their baccalaureate degree. Respondents 
who continued on for a first-professional or doctoral degree were more likely to have a 
higher monthly debt-to-income ratio (ft = .063,p < .01) than students who had no further 
education after their baccalaureate degree. Also, a student who had obtained some other type 
of degree (such as an associate degree, second bachelor's degree, post-baccalaureate 
certificate, certificate, or license) after his/her baccalaureate also was more likely to have a 
higher monthly debt-to-income ratio (ft = .026, p < .05) compared to students who had no 
further education after their baccalaureate degree. 
Employment status. In the regression analysis, the category that included respondents who 
were unemployed or permanently out of the labor force was the omitted category for this 
variable. Respondents who were employed full-time in 1997 were more likely to have a 
higher monthly debt-to-income ratio (ft = .051,/? < .01) than respondents who were 
unemployed or permanently out of the labor force. Part-time employment in 1997 was not 
found to be a significant predictor. 
Gender and race were not found to be significant in this model. Other variables that 
were not found to be significant in the Financial Well-Being Model include type of 
institution attended, total cost of attendance, and whether the respondent was enrolled at the 
time of the 1997 interview. These findings are thought-provoking, as they raise questions 
regarding whether the characteristics of the institutions that seemed very important in the 
literature and in anecdotal evidence are important in explaining future student outcomes. 
Further research must be conducted to validate these findings. 
90 
Additional regression analyses on the Financial Well-being Model were completed to 
explore whether Black non-Hispanics were different from White non-Hispanics, Hispanics, 
and "other" races; Business/Management majors were different from Engineering majors, 
Humanities/Social Science majors, Education majors, and "other" majors; and private Ph.D-
granting institutions were different from public Ph.D-granting institutions, public non-Ph.D-
granting institutions and private non-Ph.D-granting institutions. Differences between marital 
status, employment status, and highest degree earned by 1997 also were analyzed. 
The analyses found that for the variable of race, when Black, non-Hispanic and 
Hispanic were used as the base category, "other" race (American Indian/Alaskan Natives, 
Asian or Pacific Islanders and other non-Hispanics) was found to have a lower monthly debt-
to-income ratio (ft = -.045, p < .01) and (ft = -.035,p < .05) than others. 
Changing the base category to another category means that the signs on the 
coefficients also change, depending on whether the new base case on average has a higher 
(positive) or lower (negative) debt-to-income ratio. Changing the base category in 
undergraduate major to Humanities/Social Science resulted in the other four categories all 
being significant at either the p < .01 or p < .05 levels. Each major was found to have a lower 
monthly debt-to-income ratio than respondents who majored in Humanities/Social Science. 
Business/Management (ft = -.035,/? < .05), Engineering/Mathematics/Science (ft = -.062, p < 
.01), Education (ft = -.035,p < .05), and Other Majors (health professions, public 
affairs/social services, and other majors) (ft = -.049, p < .01) all were significant predictors. 
When the base category in type of institution was changed from private PhD-granting 
institutions to public non-PhD-granting institutions, the dummy variable for private non-
PhD-granting institutions was found to be significant (ft = -.045, p < .01). Therefore, students 
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who attended private non-PhD-granting institutions had a lower monthly debt-to-income 
ratio than students who attended a public non-PhD-granting institution. Marital status also 
was found to be significant when the base category was changed. When omitting 
married/cohabitating, both single/never married (/? = ,031,/> < .05) and 
divorced/separated/widowed (/? = .083,/» < .01) were significant. 
In the variable "highest degree obtained by 1997," the original omitted category was 
no further education after baccalaureate degree. By changing the base category to 
professional/doctoral degree, students who do not have any further education after their 
baccalaureate degree (fi = -.176, p < .01), students with a master's degree (fi = -.135,p < .01), 
and students who have obtained other degrees (all other post-baccalaureate degrees, 
including an associate's degree, a second bachelor's degree, post-baccalaureate certificate, 
certificate or license, or non-degree program) (/? = -.082,/? < .01) all have a lower monthly 
debt-to-income ratio than professional/doctoral degree students. 
Results of the regression analysis on the log of the second dependent variable (total 
student loan debt payment over monthly income) are reported in Table 4.3. As with the 
previous model, several predictors were found to be statistically significant. 
Although many of the same variables were significant for the second model, the 
Student Loan Debt Model explained more variance in the overall model (18.8%) and had 
twenty predictor variables that were significant at the p < .05 orp < .01 levels. 
Gender. Gender was significant in the Student Loan Debt Model. As expected, the regression 
found that women were more likely to have a lower monthly student loan payment-to-income 
ratio than men (fi = -.027, p < .05). 
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Table 4.3. Regression Analysis for the Student Loan Debt Model 
Unstandardized Coefficients Standardized 
Coefficients 
VARIABLE B Std. Error fi T P 
Female -.08653 .038 -.027 -2.256 .024 
Black3 .110 .081 .016 1.367 .172 
Hispanic3 .07376 .082 .010 .897 .370 
Other Race3 -.287 .086 -.038 -3.322 .001 
Engineering13 .05061 .065 .012 .778 .437 
Humanities .316 .061 .088 5.204 < .001 
Education13 .360 .068 .082 5.280 < .001 
Other Major13 .231 .060 .065 3.838 < .001 
Cumulative GPA -.321 .044 -.089 -7.280 < .001 
Public PhDc -.02402 .063 -.008 -.384 .701 
Public non-PhDc -.004389 .068 -.001 -.065 .948 
Private non-PhDc .137 .064 .035 2.146 .032 
Borrowed Grad Work .510 .056 .126 9.061 < .001 
Received Gift Aid? .890 .038 .280 23.468 < .001 
Dependency Status .196 .048 .061 4.118 < .001 
Attendance Costs .000007 .000 .032 2.362 .018 
Age at BA -.02055 .004 -.077 -5.106 < .001 
Currently Saving? -.246 .039 -.073 -6.334 < .001 
Married -.469 .039 -.149 -12.040 < .001 
Divorced0 .225 .088 .033 2.575 .010 
Number in HH .04557 .020 .027 2.336 .020 
Currently Enrolled? -.274 .053 -.064 -5.192 < .001 
Masters Degree6 .253 .064 .050 3.972 < .001 
Professional Degree6 1.150 .132 .103 8.680 < .001 
Other Degree6 -.006162 .074 -.001 -.084 .933 
Employed Full-Time^ .08570 .059 .021 1.445 .149 
Employed Part-Time^ .192 .082 .033 2.352 .019 
CONSTANT -3.671 .186 -19.728 < .001 
"Base category is White, non-Hispanic 
bBase category is Business/Management majors 
0 Base category is Private PhD-granting institutions 
dBase category is Single/Never married 
e Base category is No further education after baccalaureate degree 
fBase category is Unemployed/Permanently out of the work-force 
93 
Race. White non-Hispanic was the omitted category for this variable. The results indicate 
that race was statistically significant for American Indian/Alaskan Natives, Asian or Pacific 
Islanders and other non-Hispanics. The analysis found that other races (American 
Indian/Alaskan Natives, Asian or Pacific Islanders, and other non-Hispanics) had lower 
monthly student loan payment-to-income ratios compared to White non-Hispanics (fi = -.038, 
p < .01). 
Undergraduate major. As hypothesized, the type of major a student selected was found to be 
significant. Business/Management students were the omitted group. Students who major in 
Humanities/Social Sciences (fi = .088,p < .01), Education (fi = .082, p < .01), and other 
majors (fi = .065,p < .01) had higher monthly student loan payment-to-income ratios 
compared to Business/Management and Engineering/Math/Science majors. 
Cumulative undergraduate grade point average (GPA). GPA was found to be significant in 
the Student Loan Debt Model, as expected. Students who had a higher cumulative GPA had 
lower monthly student loan payment-to-income ratios (fi = -.089, p < .01) compared to 
students who had a lower cumulative GPA. 
Type of institution from which the respondent graduated. The type of institution from which 
a respondent graduated was not significant if it was a public institution. Private Ph.D-
granting institutions were the omitted category in the regression analysis. Students who 
attended a private non-Ph.D-granting school had higher monthly student loan payment-to-
income ratios (fi - .035,p < .05) compared to students who attended a Private Ph.D-granting 
institution. 
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Borrowed for graduate work. Students who borrowed for additional schooling had higher 
monthly student loan payment-to-income ratios compared to students who had not borrowed 
for post-baccalaureate work (fi = .126, p < .01). 
Received gift aid? Gift aid was found to be significant. Similar to the Financial Well-being 
Model, the coefficient was positive. Also, less than half of the respondents in the sample 
received gift aid. Therefore, the regression reported that those who received gift aid had a 
higher monthly student loan payment-to-income ratio (fi = .280, p < .01), than students who 
had not received gift aid. 
Dependency Status. Students who were independent had higher monthly student loan 
payment-to-income ratios (fi = .061, p < .01) than students who were still dependent upon 
their parents. 
Cost of attendance. The total cost of attendance was found to be significant in the Student 
Loan Debt Model, but not the Financial Well-being Model. Although the variable was 
reported to be significant, the unstandardized coefficient was positive and very small (B = 
.000007116) because of the large size of the values of the independent variable. The 
regression reported that the higher the cost of the institution, the higher the monthly student 
loan payment-to-income ratio (fi = .032, p < .05) of the student. 
Age at which they received their degree. Students who graduated with their baccalaureate 
degree when they were older were found to have a lower monthly student loan payment-to-
income ratio (fi = -.077, p < .01) than students who graduated with their undergraduate 
degree at a younger age. This finding is interesting in comparison to the finding that 
independent students have higher monthly student loan payment-to-income ratios than 
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dependent students. Combined, younger independent students have much higher loan 
payment-to-income ratios compared to other students. 
Assets. The yes/no question, "Are you currently saving money?," was used to measure a 
respondent's assets. The regression found that respondents who were saving money in 1997 
had lower monthly student loan payment-to-income ratios (fi = -.073,/? < .01) than those who 
were not saving money. 
Graduate's marital status. Recall the omitted category for this variable was single/never-
married respondents. The marital status of the respondent in 1997 was found to be highly 
significant. Graduates who were married in 1997 had lower monthly student loan payment-
to-income ratios (fi = -.149,p < .01) than single/never-married respondents. People who were 
divorced, separated, or widowed were found to have a higher monthly student loan payment-
to-income ratio (fi = .033,p < .01) than single/never-married respondents. 
Household size. The number of people in the household was found to be significant in the 
Student Loan Debt Model, but opposite of what was found in the Financial Weil-Being 
Model. The household size of the respondent was found to be positive (fi = .027, p < .05). 
Thus, the larger the household, the higher the monthly student loan payment-to-income ratio 
for those households. One explanation could be that if a spouse/partner has debt, it is 
included in this measure of student loan debt, and therefore in the household total debt. 
Enrollment status. Whether or not the respondent was currently enrolled at the time of the 
1997 interview was significant in the Student Loan Debt Model. The analyses found that 
enrollment status was negatively correlated (fi = -.064,/? < .01) with the dependent variable. 
Therefore, respondents who were enrolled in 1997 had lower monthly student loan payment-
to-income ratios than those who were not currently enrolled. 
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Highest degree in 1997. Obtaining a master's or first-professional/doctoral degree by 1997 
was found to be significant. The omitted category was students who had no further education 
after their baccalaureate degree. Therefore, respondents who continued on for a master's (fi = 
.050, p < .01) or first-professional/doctoral degree (fi - .103, p < .01) had higher monthly 
student loan payment-to-income ratios than students who had no further education after their 
baccalaureate degree. The coefficient for students who had obtained some other type of 
degree after their baccalaureate was not significant. 
Employment status. Opposite of the Financial Well-being Model, full-time employment 
status in 1997 was not significant in the Student Loan Debt Model, but part-time employment 
was. Again, the omitted category was unemployed or permanently out of the labor force. 
Therefore, respondents who were employed part-time in 1997 had higher monthly student 
loan payment-to-income ratios (fi = .033, p < .05) than respondents who were unemployed or 
permanently out of the labor force, but full-time employment in 1997 was not found to be 
significant. 
Similar to the additional analyses completed on the Financial Well-being Model, 
supplemental regression analyses also were conducted on the Student Loan Debt Model. 
Analyses were completed to explore whether Black non-Hispanics were different from White 
non-Hispanics, Hispanics, and "other" races; Business/Management majors were different 
from Engineering majors, Humanities/Social Science majors, Education majors, and "other" 
majors; and private Ph.D-granting institutions were different from public Ph.D-granting 
institutions, public non-Ph.D-granting institutions and private non-Ph.D-granting institutions. 
Differences between marital status, employment status, and highest degree earned by 1997 
also were analyzed. 
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Changing the omitted category in the race variable of the Student Loan Debt Model 
created some interesting findings. As reported with the Financial Weil-Being Model, 
changing the base category may cause the signs on the coefficients of other categories to also 
change, depending on whether the new base on average case has a higher (positive) or lower 
(negative) debt-to-income ratio. When Black, non-Hispanic was the base category, 
respondents in the "other" race (American Indian/Alaskan Natives, Asian or Pacific 
Islanders, and other non-Hispanics) category were found to have a lower monthly debt-to-
income ratio (fi = -.052, p < .01) than respondents who were Black, non-Hispanic. When 
Hispanics was the base category, respondents in the "other" race category also were found to 
have a lower monthly debt-to-income ratio (fi = -.047, p < .01) than respondents who were 
Hispanic. When the omitted category was "other" race, White, non-Hispanics (fi = .065,p < 
.01), Black, non-Hispanic (fi = .057, p < .01), and Hispanic (fi - .050,p < .01) all were 
significant at thep < .01 level. 
Varying the base category in undergraduate major to Engineering/Mathematics 
/Science undergraduate majors resulted in three other categories all being significant at the p 
< .01 level. Each major was found to have a higher monthly debt-to-income ratio than 
respondents who majored in Engineering/Mathematics/Science. Humanities/Social Science 
(fi = .074, p < .01), Education (fi - .071, p < .01), and "other" majors (health professions, 
public affairs/social services, and other majors) (fi-.05\,p< .01) were significant. When 
Education was the omitted category, Business/Management (fi = -.077, p < .01), 
Engineering/Mathematics/Science (fi = -.076, p < .01), and "other" major (fi = -.036,p < .05) 
all were found to be significant, with students who majored in Education having a higher 
monthly debt-to-income ratio than respondents who majored in the other three categories. 
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With regard to type of institution attended, the original base category was private 
PhD-granting institutions. When the omitted category was changed to private non-PhD-
granting it was found that students who attended any of the other types of schools - private 
PhD-granting (fi = -.029, p < .05), public PhD-granting (fi = -.050, p < .01), and public non-
PhD granting (fi = -.038,/» < .05) - all were found to have a lower monthly debt-to-income 
ratio than respondents who attended a private non-PhD-granting institution. Marital status 
also was found to be significant when the base category was changed from single/never 
married to married/cohabitating. The regression reported that students who were 
married/cohabitating had a higher monthly debt-to-income ratio than respondents who were 
single/never married (fi = .14$, p < .01) and divorced/separated/widowed (fi = .102,/? < .01). 
Finally, for the variable "highest degree obtained by 1997," the original omitted 
category was no further education after baccalaureate degree. By changing the base category 
to students who had obtained a master's degree, professional/doctoral ((3 = .061, p < .01), and 
"other" degree (P = .061, p < .01) both were found to have a higher monthly debt-to-income 
ratio than respondents who had a master's degree. 
Analysis of Variance 
Subsequent to completion of the regression analysis using ordinary least squares, an 
analysis of variance was run on each model to understand better both main effects and two-
way interactions between variables. To comprehend the effect of an independent variable, 
uninfluenced by other variables, the main effects will be examined. Thus, it will be clear 
which independent variables affect the dependent variable. By examining the interaction 
effects in each analysis, the relationships between variables will become clearer. "Interaction 
occurs when independent variables act in combination on dependent variables" (Vogt, 1999, 
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p. 140). Therefore, an analysis of variance is run to explain the interactions of specific 
variables. Table 4.4 displays the overall results for the two models, using the analysis of 
variance. As shown in the table, the explanatory power of the analysis improved slightly for 
each model. Both models were found to be statistically significant. 
The adjusted R2 value of .086 for the Financial Well-Being Model indicates that 8.6% 
of the variance in the dependent variable is explained by the nine independent variables and 
five two-way interactions that were found to be significant. The value of the F-statistic (F = 
3.339) shows that the model is significant at the .001 level. The adjusted R2 value of .210 for 
the Student Loan Debt Model indicates that 21% of the variance in the dependent variable is 
explained by the ten independent variables and seven two-way interactions that were found 
to be significant. The value of the F-statistic for this model was 7.587, which indicates that 
the model is significant at the .001 level. 
Similar to the results presented in Table 4.1, the results in Table 4.4 suggest that the 
Student Loan Debt Model performed better than the Financial Well-Being Model in 
Table 4.4. Overall Significance of the Dependent Variables using Analysis of Variance with 
Two-Way Interactions 
Log of the Ratio of Total Log of the Ratio of 










Significance < .001*** <.001*** 
***p = < .001; **/> = < .01; *p — < .05 
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explaining variance. The reasons that the Student Loan Debt Model appears to out-perform 
the Financial Weil-Being Model using the analysis of variance are the same as those 
discussed in the multiple regression section. 
Table 4.5 shows the main effects for the Financial Well-Being Model. The model had 
thirteen variables that were significant at the p < .05, p < .01, or/? < .001 levels. Most of the 
same variables that were found to be significant using ordinary least squares regression also 
were significant using analysis of variance. Race and type of institution attended were the 
only variables that were found to be significant using the analysis of variance and not 
significant in the regression model. 
Table 4.5. Analysis of Variance for the Financial Weil-Being Model - Main Effects 
Source Type III 
Sum of Squares 
df Mean Square F P 
Corrected Model 435.057" 27 16.113 19.838 < .001 
Intercept .593 1 .593 .730 .393 
Number in HH 27.411 1 27.411 33.747 < .001 
Age at BA 42.191 1 42.191 51.944 < .001 
Cumulative GPA 16.104 1 16.104 19.827 < .001 
Attendance Costs 1.508 1 1.508 1.857 .173 
Gender .180 1 .180 .222 .637 
Race 7.101 2.367 2.914 .033 
Currently Enrolled .028 1 .028 .034 .853 
Currently Saving 90.721 1 90.721 111.692 < .001 
Dependency Status 10.355 1 10.355 12.749 < .001 
Employment Status 8.443 2 4.221 5.197 .006 
Institution Type 6.532 3 2.177 2.681 .045 
Marital Status 33.827 2 16.914 20.823 < .001 
Undergraduate Major 17.507 4 4.377 5.388 < .001 
Highest Degree 24.116 3 8.039 9.897 < .001 
Borrowed Grad Work 43.445 1 43.445 53.487 < .001 
Received Gift Aid 24.269 1 24.269 29.879 < .001 
Error 5260.107 6476 .812 
Total 17458.310 6504 
Corrected Total 5695.164 6503 
a. R Squared = .076 (Adjusted R Squared = .073) 
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Table 4.6 shows the two-way interactions between variables for the Financial Well-
Being Model. Significant interactions between variables included: gender and marital status 
(F =4.395,/? < .05), whether the respondent was currently saving money and marital status 
(F = 4.285, p < .05), the dependency status of the respondent and type of institution attended 
(F = 2.907,/? < .05), current employment status and highest degree earned (F= 2.463,/? < 
.05), and marital status and highest degree earned (F =2.202, p < .05). 
Table 4.6. Analysis of Variance for the Financial Weil-Being Model with Two-Way 
Interactions 






Corrected Model 702.584" 263 2.671 3.339 <.001 
Intercept .235 1 .235 .294 .588 
Number in HH 24.016 1 24.016 30.016 <.001 
Age at BA 36.921 1 36.921 46.145 <.001 
Cumulative GPA 13.676 1 13.676 17.093 <.001 
Attendance Costs 1.600 1 1.600 1.999 .157 
Gender .554 1 .554 .693 .405 
Race 4.332 1.444 1.805 .144 
Currently Enrolled 1.943 1 1.943 2.429 .119 
Currently Saving 17.762 1 17.762 22.200 <.001 
Dependency Status .420 1 .420 5.25 .469 
Employment Status 1.592 2 .796 .995 .370 
Institution Type 7.609 3 2.536 3.170 .023 
Marital Status 8.846 2 4.423 5.528 .004 
Undergraduate Major 7.914 4 1.979 2.473 .042 
Highest Degree 5.651 3 1.884 2.354 .070 
Borrowed Grad Work 7.158 1 7.158 8.947 .003 
Received Gift Aid 4.954 1 4.954 6.192 .013 
Gender by Race 5.488 3 1.829 2.286 .077 
Gender by Currently Enrolled .955 1 .955 1.193 .275 
Gender by Currently Saving .372 1 .372 .465 .495 
Gender by Dependency Status .045 1 .045 .056 .813 
Gender by Employment Status .950 2 .475 .594 .552 
Gender by Institution Type 4.128 3 1.376 1.720 .161 
Gender by Marital Status 7.033 2 3.517 4.395 .012 
Gender by Undergraduate Major 1.878 4 .469 .587 .672 
Gender by Highest Degree 2.785 3 .928 1.160 .323 
Gender by Borrowed Grad Work .054 1 .054 .068 .795 
Gender by Received Gift Aid .442 1 .442 .552 .457 
Race by Currently Enrolled 3.837 3 1.279 1.599 .187 
Race by Currently Saving .759 3 .253 .316 .814 
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Table 4.6. (continued) 
Race by Dependency Status 3.992 3 1.331 1.663 .173 
Race by Employment Status 5.532 6 .922 1.152 .329 
Race by Institution Type 8.750 9 .972 1.215 .280 
Race by Marital Status 5.200 6 .867 1.083 .370 
Race by Undergraduate Major 12.647 12 1.054 1.317 .201 
Race by Highest Degree 12.279 9 1.364 1.705 .082 
Race by Borrowed Grad Work 5.437 3 1.812 2.265 .079 
Race by Received Gift Aid .297 3 .099 .124 .946 
Currently Enrolled by Currently Saving 1.424 1 1.424 1.779 .182 
Currently Enrolled by Dependency Status .202 0 .202 .252 .616 
Currently Enrolled by Employment Status 1.275 2 .637 .796 .451 
Currently Enrolled by Institution Type 3.171 3 1.057 1.321 .266 
Currently Enrolled by Marital Status 2.970 2 1.485 1.856 .156 
Currently Enrolled by Undergraduate Major 1.997 4 .499 .624 .645 
Currently Enrolled by Highest Degree 2.336 3 .779 .973 .404 
Currently Enrolled by Borrowed Grad Work .226 1 .226 .283 .595 
Currently Enrolled by Received Gift Aid .191 1 .191 .239 .625 
Currently Saving by Dependency Status .002 1 .002 .002 .965 
Currently Saving by Employment Status 3.221 2 1.610 2.013 .134 
Currently Saving by Institution Type .800 3 .267 .333 .801 
Currently Saving by Marital Status 6.857 2 3.429 4.285 .014 
Currently Saving by Undergraduate Major 4.188 4 1.047 1.309 .264 
Currently Saving by Highest Degree 2.370 3 .790 .988 .397 
Currently Saving by Borrowed Grad Work 1.435 1 1.435 1.794 .181 
Currently Saving by Received Gift Aid .344 1 .344 .430 .512 
Dependency Status by Employment Status 1.028 2 .514 .643 .526 
Dependency Status by Institution Type 6.979 3 2.326 2.907 .033 
Dependency Status by Marital Status 1.684 2 .842 1.052 .349 
Dependency Status by Undergraduate Major .931 4 .233 .291 .884 
Dependency Status by Highest Degree 6.170 3 2.057 2.570 .052 
Dependency Status by Borrowed Grad Work .820 1 .820 1.025 .311 
Dependency Status by Received Gift Aid 1.814 1 1.814 2.267 .132 
Employment Status by Institution Type 9.080 6 1.513 1.891 .078 
Employment Status by Marital Status 7.552 4 1.888 2.360 .051 
Employment Status by Undergraduate Major 5.797 8 .725 .906 .510 
Employment Status by Highest Degree 11.823 6 1.970 2.463 .022 
Employment Status by Borrowed Grad Work .405 2 .203 .253 .776 
Employment Status by Received Gift Aid .733 2 .367 .458 .632 
Institution Type by Marital Status 4.775 6 .796 .995 .427 
Institution Type by Undergraduate Major 10.221 12 .852 1.065 .386 
Institution Type by Highest Degree 11.887 9 1.321 1.651 .095 
Institution Type by Borrowed Grad Work .315 3 .105 .131 .941 
Institution Type by Received Gift Aid 2.780 3 .927 1.158 .324 
Marital Status by Undergraduate Major 8.022 8 1.003 1.253 .263 
Marital Status by Highest Degree 10.571 6 1.762 2.202 .040 
Marital Status by Borrowed Grad Work 1.816 2 .908 1.135 .322 
Marital Status by Received Gift Aid 1.744 2 .872 1.090 .336 
Undergraduate Major by Highest Degree 8.652 12 .721 .901 .545 
Undergraduate Major by 
Borrowed Grad Work 2.921 4 .730 .913 .455 
Undergraduate Major by Received Gift Aid 1.990 4 .497 .622 .647 
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Table 4.6. (continued) 
Highest Degree by Borrowed Grad Work 
Highest Degree by Received Gift Aid 






4992.580 6240 .800 




a. R Squared = .123 (Adjusted R Squared = .086) 
In the interaction between gender and marital status, divorced/separated/widowed 
men had the highest mean, while married men had the lowest. Among women, 
divorced/separated/widowed women had the lowest mean, while married women had the 
highest mean. Thus, there is an opposite effect caused by gender. Being married increases the 
dependent variable ratio for women while being divorced decreases the dependent variable 
ratio for men. The interaction between these two variables is quite interesting. Future 
research should be conducted to better understand if men are better off financially if they are 
divorced and women are better off financially if they are married. If this is true, the 
implications are pretty interesting for all involved, families, policy makers, financial planners 
and others. 
For the interaction between whether a respondent was currently saving money and 
marital status, the highest mean was for those who were married and currently saving money 
while the lowest mean was for those respondents who were divorced/separated/widowed and 
currently saving money. The variation in means associated with the interaction between 
dependency status of the respondent and type of institution attended also was interesting. The 
highest mean was for independent students who attended a private PhD-granting university, 
while the lowest was for independent students who attended a private non-PhD-granting 
institution. 
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Interactions for current employment status and highest degree earned were as follows: 
the highest mean was for respondents who were employed full-time and had no further 
degree after a bachelor's, while the lowest mean was for respondents who were employed 
full-time and had obtained some type of "other" degree after receiving their bachelor's. 
Marital status and highest degree earned interacted in an interesting manner. The highest 
mean was for divorced/separated/widowed respondents who had obtained a 
professional/doctoral degree, and the lowest mean was for married respondents who had 
obtained some type of "other" degree after receiving their bachelor's. Further investigation 
between these and other variable interactions could be the foundation of subsequent studies. 
Table 4.7 shows the main effects for the Student Loan Debt Model using analysis of 
variance. Although many of the same variables found to be significant in the first model were 
significant for the second model, the Student Loan Debt Model explained more variance in 
the overall model (18.8%) and had fifteen variables that were significant at thep < .05,p < 
.01, or p< .001 levels. Many of the variables reported as significant using multiple regression 
analysis were also found to be significant using analysis of variance. As shown in the table, 
fifteen variables were significant. 
Table 4.8 shows the two-way interactions between variables for the Student Loan 
Debt Model. Significant interactions between variables included: gender and whether the 
respondent is currently saving money (F = 4.091,/? < .05), gender and employment status of 
the respondent (F = 3.896,/? < .05), gender and marital status (F= 11.356,/? < .001), current 
savings of the respondent and employment status (F = 4.702, p < .05), current savings of the 
respondent and highest degree earned (F = 4.118,/? < .05), type of institution attended and 
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Table 4.7. Analysis of Variance for the Student Loan Debt Model - Main Effects 
Source Type III df Mean Square F p 
Sum of Squares 
Corrected Model 3089.780" 27 114.436 56.607 < .001 
Intercept 410.173 1 410.173 202.895 < .001 
Number in HH 11.471 1 11.471 5.674 .017 
Age at BA 52.399 1 52.399 25.920 < .001 
Cumulative GPA 107.085 1 107.085 52.970 < .001 
Attendance Costs 11.333 1 11.333 5.606 .018 
Gender 10.223 1 10.223 5.057 .025 
Race 29.340 3 9.780 4.838 .002 
Currently Enrolled 54.578 1 58.578 26.997 < .001 
Currently Saving 81.090 1 81.090 40.112 < .001 
Dependency Status 34.178 1 34.178 16.906 < .001 
Employment Status 11.185 2 5.592 2.766 .063 
Institution Type 20.721 3 6.907 3.417 .017 
Marital Status 385.869 2 192.935 95.436 < .001 
Undergraduate Major 102.170 4 25.543 12.635 < .001 
Highest Degree 165.539 3 55.180 27.295 < .001 
Borrowed Grad Work 166.176 1 166.176 82.200 < .001 
Received Gift Aid 1113.784 1 1113.784 550.941 < .001 
Error 13091.894 6476 2.022 
Total 154114.506 6504 
Corrected Total 16181.675 6503 
a. R Squared = .191 (Adjusted R Squared = .188) 
Table 4.8. Analysis of Variance for the Student Loan Debt Model with Two-Way 
Interactions 
Source Type III df Mean F P 
Sum of Square 
Squares 
Corrected Model 3920.616" 263 14.907 7.587 <.001 
Intercept 266.818 1 266.818 135.791 <.001 
Number in HH 17.786 1 17.786 9.052 .003 
Age at BA 40.351 1 40.351 20.536 <.001 
Cumulative GPA 84.146 1 84.146 42.824 <.001 
Attendance Costs 10.451 1 10.451 5.319 .021 
Gender 7.209 1 7.209 3.669 .055 
Race 2.551 3 .850 .433 .730 
Currently Enrolled 48.616 1 48.616 24.742 <.001 
Currently Saving 3.862 1 3.862 1.966 .161 
Dependency Status .949 1 .949 .483 .487 
Employment Status 8.694 2 4.347 2.212 .110 
Institution Type 14.673 3 4.891 2.489 .058 
Marital Status 47.142 2 23.571 11.996 <.001 
Undergraduate Major 18.781 4 4.695 2.390 .049 
Highest Degree 11.359 3 3.786 1.927 .123 
Borrowed Grad Work 16.259 1 16.259 8.275 .004 
Received Gift Aid 36.525 1 36.525 18.589 <.001 
Gender by Race 2.113 3 .704 .358 .783 
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Table 4.8. (continued) 
Gender by Currently Enrolled 
Gender by Currently Saving 
Gender by Dependency Status 
Gender by Employment Status 
Gender by Institution Type 
Gender by Marital Status 
Gender by Undergraduate Major 
Gender by Highest Degree 
Gender by Borrowed Grad Work 
Gender by Received Gift Aid 
Race by Currently Enrolled 
Race by Currently Saving 
Race by Dependency Status 
Race by Employment Status 
Race by Institution Type 
Race by Marital Status 
Race by Undergraduate Major 
Race by Highest Degree 
Race by Borrowed Grad Work 
Race by Received Gift Aid 
Currently Enrolled by Currently Saving 
Currently Enrolled by Dependency Status 
Currently Enrolled by Employment Status 
Currently Enrolled by Institution Type 
Currently Enrolled by Marital Status 
Currently Enrolled by Undergraduate Major 
Currently Enrolled by Highest Degree 
Currently Enrolled by Borrowed Grad Work 
Currently Enrolled by Received Gift Aid 
Currently Saving by Dependency Status 
Currently Saving by Employment Status 
Currently Saving by Institution Type 
Currently Saving by Marital Status 
Currently Saving by Undergraduate Major 
Currently Saving by Highest Degree 
Currently Saving by Borrowed Grad Work 
Currently Saving by Received Gift Aid 
Dependency Status by Employment Status 
Dependency Status by Institution Type 
Dependency Status by Marital Status 
Dependency Status by Undergraduate Major 
Dependency Status by Highest Degree 
Dependency Status by Borrowed Grad Work 
Dependency Status by Received Gift Aid 
Employment Status by Institution Type 
Employment Status by Marital Status 
Employment Status by Undergraduate Major 
Employment Status by Highest Degree 
Employment Status by Borrowed Grad Work 
Employment Status by Received Gift Aid 
Institution Type by Marital Status 
Institution Type by Undergraduate Major 
.353 1 .353 .180 .672 
8.038 1 8.038 4.091 .043 
.068 1 .068 .035 .852 
15.312 2 7.656 3.896 .020 
5.017 3 1.672 .851 .466 
44.628 2 22.314 11.356 <.001 
1.511 4 .378 .192 .943 
.515 3 .172 .087 .967 
.813 1 .813 .414 .520 
2.276 1 2.276 1.158 .282 
7.361 3 2.454 1.249 .290 
8.159 3 2.720 1.384 .246 
3.151 3 1.050 .534 .659 
10.899 6 1.816 .924 .476 
16.949 8 2.119 1.078 .375 
9.994 5 1.999 1.017 .406 
23.722 11 2.157 1.098 .358 
19.433 8 2.429 1.236 .273 
.142 2 .071 .036 .965 
11.385 2 5.692 2.897 .055 
.000 0 
.000 0 
.308 1 .308 .157 .692 
2.280 2 1.140 .580 .560 
.011 1 .011 .006 .939 
2.033 3 .678 .345 .793 




9.239 1 9.239 4.702 .030 
1.071 1 1.071 .545 .460 
1.790 1 1.790 .911 .340 
4.038 3 1.346 .685 .561 
16.183 2 8.092 4.118 .016 
.000 0 
.000 0 
1.974 1 1.974 1.005 .316 
1.733 2 .866 .441 .643 
3.990 1 3.990 2.031 .154 
5.550 3 1.850 .941 .420 
5.132 2 2.566 1.306 .271 
.000 0 
.000 0 
13.690 5 2.738 1.393 .223 
6.135 3 2.045 1.041 .373 
18.956 7 2.708 1.378 .210 
8.272 5 1.654 .842 .520 
1.871 1 1.871 .952 .329 
2.745 1 2.745 1.397 .237 
18.475 5 3.695 1.880 .094 
31.175 10 3.118 1.587 .104 
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Table 4.8. (continued) 
Institution Type by Highest Degree 15.241 8 1.905 .970 .458 
Institution Type by Borrowed Grad Work 10.708 2 5.254 2.725 .066 
Institution Type by Received Gift Aid 26.964 2 13.482 6.861 .001 
Marital Status by Undergraduate Major 7.674 7 1.096 .558 .791 
Marital Status by Highest Degree 20.502 4 5.126 2.609 .034 
Marital Status by Borrowed Grad Work .000 0 
Marital Status by Received Gift Aid .000 0 
Undergraduate Major by Highest Degree 21.965 10 2.197 1.118 .344 
Undergraduate Major by 
Borrowed Grad Work 4.567 1 4.567 2.324 .127 
Undergraduate Major by Received Gift Aid 5.588 1 5.588 2.844 .092 
Highest Degree by Borrowed Grad Work 1.188 1 1.188 .605 .437 
Highest Degree by Received Gift Aid 3.542 1 3.542 1.803 .179 
Borrowed Grad Work by Received Gift Aid .000 0 
Error 12261.058 6240 1.965 
Total 154114.506 6504 
Corrected Total 16181.675 6503 
a. R Squared = .242 (Adjusted R Squared = .210) 
receipt of gift aid (F = 6.861, p < .001), and marital status and highest degree earned (F = 
2.609, p <.05). 
There were several interesting interactions between variables in the Student Loan 
Debt Model. Three of the interactions included gender. Gender and whether the respondent is 
currently saving money interacted in the following manner. The highest mean was for men 
who were not currently saving money, while the lowest mean was for men who were 
currently saving money. For gender and respondent's employment status, the highest mean 
was for men who were unemployed, while the lowest mean was for men who were employed 
full-time. The highest mean for women was for divorced/separated /widowed women, while 
the lowest mean was for single/never married women. The interaction between gender and 
marital status revealed the highest mean for men who were divorced/separated/widowed, 
while the lowest mean was for women who were divorced/separated/widowed. 
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Current savings of the respondent and employment status interacted as follows. 
Respondents who were not saving and were not unemployed had the highest mean, while 
respondents who were saving and were unemployed had the lowest mean. The interaction 
between current savings of the respondent and highest degree earned demonstrated that the 
highest mean was respondents who were not saving and who had earned a 
professional/doctorate degree, while the lowest mean was respondents who were saving and 
who had obtained some type of "other" degree after receiving their bachelor's. 
The type of institution attended by the student and receipt of gift aid interacted in the 
following manner. The highest mean was for students who received gift aid and who 
attended a private, PhD-granting institution, while the lowest mean was for students who did 
not receive gift aid and who attended a public non-PhD institution. The interaction between 
marital status and highest degree earned, resulted in the highest mean for respondents who 
were divorced/separated/widowed and who had received a professional/doctorate degree, 
while the lowest mean was for respondents who were married and who had obtained some 
type of "other" degree after receiving their bachelor's. Future research undertaken to 
understand these interactions would be insightful. 
Discussion 
In this section, the results of the analyses are discussed in relation to the hypotheses 
derived from human capital theory. The respondents' debt burden is examined, as well as an 
evaluation of his/her investment in human capital. 
Debt Burden in 1997 
Similar to the findings of Choy (2000), by 1997, approximately 56% of the 
respondents (and spouse/partner if applicable) in the sample did not owe any money on 
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student loans, either because they had never borrowed or already repaid their loans. In 
accordance with the guidelines set by the National Association of Student Financial Aid 
Administrators (NASFAA) in 1986, real debt burden is indicated when the ratio of student 
loans payments to salary equals or exceeds 8% of gross income. Respondents having a debt 
burden of less than 8% were considered to have higher financial well-being than those with a 
debt burden equal to or over the 8% threshold. Scherschel (1998,2000) also endorses the 8% 
rule as a reasonable benchmark for amount of student loan debt. 
Debt Burden Four Years after College, the study by Choy (2000) and the current 
study were similar in many ways. The goal of both studies was to understand better the debt 
burden of college students four years after graduation. The two studies used the 8% or above 
benchmark to indicate the presence of high debt burden. Both studies used comparable 
independent variables, although the current study used additional variables not found in Choy 
(2000), such as receipt of gift-aid, dependency status, cost of attendance, and household size 
of the respondent. 
Although the goals of Choy (2000) and the current study are similar, to understand 
the debt burden of respondents approximately four years after graduation, the methods of 
investigation were different. As discussed in the literature, both studies examined borrowers 
and non-borrowers, although Choy divided borrowers into three groups. The current study, 
reasoning that all borrowers have similar characteristics, kept the group collective. The 
hypotheses tested in the current study were unique to it, examining issues such as how a 
student's GPA, undergraduate major, institution type, and cost of attendance will affect 
his/her debt-to-income ratio. The study also examined the debt-to-income ratio of women 
compared to men. 
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The results of the two studies were similar, as one would expect using the same data 
set. Both studies found that for the majority of the respondents, student loan debt was not a 
severe problem in 1997; although the present study found that overall debt burden (student 
loan debt and household debt, i.e., car, credit card and mortgage/rent) was higher than 
expected. The two studies both indicate that the majority of the students were below the 8% 
benchmark indicating debt burden. Choy found that 88% were employed full-time, while the 
present study found that 80% were employed full-time (differences could be affected by 
actual study sample). The percent of respondents who were married by 1997 also was 
comparable for both studies. Approximately 49% of the respondents were married in the 
current study while Choy reported 50% were married or in a marriage-like relationship. 
The overall finding for the two studies indicates that for students in this sample (those 
who graduated in 1992-93) in the economic conditions of the time, excessive student loan 
debt was not a burden four years after graduation. The study by Choy (2000) indicated 
concern that heavy borrowing could delay marriage or making a major purchase, such as a 
car, but results indicated this not to be a problem. Figure 4.1 shows the percentage of 
respondents who had student loans as of 1997. As displayed in the figure, by 1997, 56% of 
students no longer owed any money on student loans, while 44% of those who borrowed still 
owed some amount on student loans. 
Analysis of the Student Loan Debt Model finds positive results. The data show that as 
of 1997, only 11.6% (756 out of 6,504) of the respondents have a monthly student loan debt 
payment over monthly income ratio of 8% or above. Therefore, according to the 8% 
threshold, the majority of students who graduated in 1992-93 do not have a high debt burden. 
I l l  
Student Loan Status in 1997 
• Borrowed, Still Owe 
• Never Borrowed, and/or 
Borrowed but No Longer 
Owe 
Figure 4.1. Student Loan Status in 1997 
Number of Students At or Above 8% Debt Ratio 
756 
5,748 
• 8% or Above 
• Below 8% 
Figure 4.2. Number of Respondents At or Above the 8% Threshold for Student Loan 
Debt in 1997. 
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Figure 4.2 shows the number of respondents who are at or above the 8% threshold for student 
loan debt in 1997. From examination of the Financial Weil-Being model and the Student 
Loan model, it is clear that the debt most respondents have four years after graduation is not 
student loan debt, but loans related to vehicles, mortgages, and other types of revolving debt. 
Results of Hypotheses 
The Financial Well-Being Model did not support three of the hypotheses, while four 
of the hypotheses were supported in the Student Loan Debt Model. The first hypothesis - that 
students with a higher GPA will have a lower monthly debt-to-income ratio compared to 
students with a lower GPA - was supported in both the Financial Well-Being Model and the 
Student Loan Debt Model. Thus, the results show that GPA has an effect on the amount of 
total debt a person has as well as on the amount of student loan debt a person has remaining 
four years after graduation. 
The hypothesis that the monthly debt-to-income ratio will vary by the major of the 
student was supported for specific majors. In the Financial Weil-Being Model, students who 
majored in the Humanities/Social Sciences had higher debt-to-income ratios compared to 
Business/Management majors. In the Student Loan Debt Model, Humanities/Social Sciences 
majors, Education majors, and other majors (health professions, public affairs/social services, 
and other majors not listed above) all had higher debt-to-income ratios than did 
Business/Management majors. 
Wage variation statistics across careers show a distinct difference in earnings 
separating Business and Management majors from Humanities/Social Sciences and 
Education majors, which supports the research hypothesis that students in the fields of 
Business and Management would have lower debt-to-income ratios. 
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The third hypothesis - that students who attend a private PhD-granting institution will 
have a higher monthly debt-to-income ratio compared to students who attend a public PhD-
granting institution - was not supported in either the Financial Well-Being Model or the 
Student Loan Debt Model. The literature on student loan debt supports the hypothesis that 
the type of institution a student attends affects student loan debt. It is interesting that this 
variable was not found to be significant in either model. One reason may be that other factors 
contributing to financial well-being, for example, cost of attendance, are controlled in this 
multiple regression analysis. 
The fourth hypothesis - that students with a greater cost of attendance will have a 
higher monthly debt-to-income ratio compared to students who have a lower cost of 
attendance - was not supported in the Financial Weil-Being Model, but was supported in the 
Student Loan Debt Model. Therefore, the analyses show that students who attend more 
expensive institutions borrow more to pay for their education. These findings link to human 
capital theory and whether the investment in education is worth the debt incurred. Previous 
research examined in the literature review discussed the students' selection of an institution 
in an effort to maximize their investment in human capital. Spousal/partner loans also could 
help explain why this hypothesis was supported. Respondents who are married or in a 
marriage-like relationship could have a higher monthly debt-to-income ratio because of a 
spouse's/partner's loan. 
The final hypothesis - that women will have lower monthly debt-to-income ratios 
compared to men - also was not supported in the Financial Weil-Being Model, but was 
supported in the Student Loan Debt Model. One reason women may have a lower monthly 
student loan debt-to-income ratio than men is their estimation of future returns based on the 
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investment a woman makes in herself. Women may anticipate lower future returns on their 
investment in human capital due to lower wages and more interruptions in their work cycle 
(i.e., child-bearing years), and therefore may choose not to invest as heavily in their human 
capital through formal education, thus borrowing less. 
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CHAPTER 5. SUMMARY 
A summary of the study is presented in the final chapter. The major findings and 
hypotheses are presented first, with the results of the study discussed subsequently from a 
framework of human capital theory. Strengths of the analyses and limitations of the study are 
presented next, followed by implications for the family and public policy arenas. Ideas for 
future research conclude the chapter. 
The purpose of this study is to investigate economic well-being issues related to 
student loan debt by examining the debt burdens of college graduates. The purpose is 
achieved through analyses of data from approximately 6,500 students who graduated from an 
institution of higher education in the United States in 1992-93. The students were 
interviewed in 1993,1994, and 1997 as part of the Baccalaureate and Beyond survey 
conducted by the National Center for Education Statistics (Green et al., 1999). Of particular 
interest is the differences found between the two empirical models, the Financial Weil-Being 
Model and the Student Loan Debt Model. 
The unit of analysis is the student, although household variables also are used. Choy 
(2000) identifies the benefits of a household perspective using both spouses' debt and income 
when measuring debt burden. Two debt-to-income ratios, (1) total monthly debt payments 
over total monthly household income and (2) total monthly educational debt payments over 
total monthly household income, are used as outcome variables. 
Hypotheses and Findings 
It was expected, based on the review of literature, that variables such as GPA, the 
undergraduate major of the student, the type of institution attended, the cost of attendance at 
an institution, and the student's gender would affect the debt-to-income ratio of the 
116 
respondent. In the Financial Well-Being Model, only the student's GPA and undergraduate 
major had an effect on debt-to-income ratio; in the Student Loan Debt Model all of the 
abovementioned factors (with the exception of type of institution attended) were significant. 
Five general hypotheses were tested using correlation analysis and multiple 
regression analysis. The first hypothesis - that students with a higher GPA would have a 
lower monthly debt-to-income ratio compared to students with a lower GPA - was supported 
in both the Student Loan Debt Model and the Financial Weil-Being Model. The second 
hypothesis - that the monthly debt-to-income ratio will vary by the major of the student -
also was supported in both models. 
The third hypothesis was that students who attended a private PhD-granting 
institution would have a higher monthly debt-to-income ratio compared to students who 
attended a public PhD-granting institution. It was not supported by either the Student Loan 
Debt Model or the Financial Well-Being Model. The fourth and fifth hypotheses - that 
students with a greater cost of attendance will have a higher monthly debt-to-income ratio 
compared to students who had a lower cost of attendance, and that women will have a lower 
monthly debt-to-income ratio compared to men - were supported in the Student Loan Debt 
Model, but not in the Financial Well-Being Model. 
Theoretical Perspective 
Human Capital Theory 
The variables suggested by human capital theory proved to be important predictors of 
financial well-being for students four years after graduation. The investment in education that 
the students completed enabled the majority to secure full-time employment after graduation. 
At the time of the 1997 interview, 80.6% of the respondents were working full-time, 
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while 8.2% were working part-time. As discussed in the literature review, employment 
gained after earning a baccalaureate degree increases wages beyond those of individuals with 
only a high school diploma, thus providing a measure of increased financial well-being. 
Full-time employment status in 1997 was a predictor of a higher monthly debt-to-
income ratio in the Financial Well-Being Model. These results would indicate that 
respondents who work full-time had relatively higher total debt loads than respondents who 
were unemployed or permanently out of the labor force. Although the time order of events is 
unknown (regarding whether incurring the debt or obtaining a good job occurred first, or if 
they occurred at the same time) one can hypothesize that perhaps these respondents had a 
good job, obtained during a growing economy, and therefore felt comfortable acquiring large 
amounts of debt, believing they would have the means to repay the debt. People who are 
unemployed, and/or permanently out of the work force, may have a lower total debt load 
because they do not have the income needed to repay a large amount of debt. Also, to borrow 
from lenders a person would need to have a source of income, usually a job. Again, this is a 
conjecture, as the sequence of events with regard to incurrence of debt and the time when the 
respondent left the labor force is not known. 
Part-time employment in 1997 was not found to be significant in the Financial Well-
Being Model, but was a predictor of higher student loan debt-to-income ratios in the Student 
Loan Debt Model. Although only 534 respondents (8.2%) were working part-time in 1997, 
almost 70% of those working part-time were women and over half were single/never married 
or divorced/separated/widowed. In these circumstances the time sequence is clear. 
Respondents borrowed the money while in school and were working part-time four years 
later. Respondents who were employed part-time were more likely to have a higher monthly 
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student loan payment-to-income ratio compared to people who were unemployed, perhaps 
because they needed the income from a job to repay the student loans they incurred while in 
college. 
Continued education was another important predictor of financial well-being. Over 
1,000 of the respondents were currently (in 1997) enrolled in some type of schooling, and 
797 of those were working at the same time. Results from the Student Loan Debt Model 
indicate that respondents who were enrolled in 1997 were more likely to have a lower 
monthly student loan payment-to-income ratio than those who were not currently enrolled. 
Perhaps students who had not borrowed or had already paid off their student loans were more 
likely to continue their education, as they did not have undergraduate debt to repay. Another 
reason respondents who were enrolled were more likely to have a lower monthly student loan 
payment-to-income ratio than those who were not currently enrolled could be deferment of 
their loans while they are in school. 
Respondents' household size was a predictor of financial well-being, but in the 
opposite direction to what was hypothesized. In the Financial Well-Being Model it was found 
that the larger the household, the smaller the monthly debt-to-income ratio. These findings 
could occur because other members of the household (spouse, other adults) were in the labor 
force and generating more income. Employment of other adults (excluding spouse) in the 
household was not controlled; therefore, this explanation is plausible. In the Student Loan 
Debt Model, just the opposite was found. As the number of people in the household 
increased, the amount of the monthly debt-to-income ratio increased. 
In the Student Loan Debt Model a student's undergraduate major was a strong 
predictor of financial well-being. The analysis found that students who majored in 
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Humanities/Social Sciences, Education, or other majors (health professions, public 
affairs/social services, and other majors) were more likely than Business and Management 
students to have a higher monthly student loan payment-to-income ratio. Perhaps students in 
these areas borrowed more loans, or, as a result of lower earnings, have a higher monthly 
student loan payment-to-income ratio. 
Race also was a predictor of financial well-being in the Student Loan Debt Model. 
The analysis found that other races (American Indian/Alaskan Natives, Asian or Pacific 
Islanders, and other non-Hispanics) had lower student loan payment-to-income ratios than 
White non-Hispanics. This finding is consistent with previous research reported in the 
literature that found other races less willing than White non-Hispanics to incur student loan 
debt to finance their education (Perna, 2001). In summary, the variables recommended by 
human capital theory were essential predictors of financial well-being in this analysis. 
Conclusions 
Thus, the prevailing question is, "Is incurring student loan debt to obtain a college 
education worth it?" The results from the current study suggest that for this cohort of 
students, who graduated in 1992-93, in the economic conditions of the time, the benefits of 
using loans as a means of financing a college education outweigh the negatives of having to 
repay student loans. As the analysis showed, less than 12% of the respondents had a monthly 
student loan debt-to-income ratio of 8% or more in 1997. Further research will be necessary 
to test whether this hypothesis holds true for current and future students as well. 
Although it is unknown from the current analysis (using the debt-to-income ratio) if 
the students' low debt burden is a result of low student loan levels or a high income from 
current employment, it appears that student loans enabled many of students in this study to 
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obtain their baccalaureate degree with a manageable debt (or no debt) burden. Coupled with 
an expanding economy, it is hypothesized that the students secured a better job as a result of 
their degree; than they would have had they not incurred the loan debt and graduated with a 
baccalaureate degree. 
A more interesting finding from the current study relates to the number of 
respondents who have a high total debt-to-income ratio in 1997. What does this mean for 
people who take out student loans as well as acquire other types of consumer debt? Although 
this study found that student loan debt is not a financial burden for the majority of students, it 
appears the overall level of debt for some respondents is quite high. 
Analysis of the data for the Financial Well-Being Model finds that over 35% of the 
respondents have more than 35% of their monthly income going to debt payments. The 
largest debt payment for most people is housing. Although a ratio of 35% debt-to-income 
payments seems low, to include both consumer debt and shelter costs (rent payment for 
renters or mortgage payment and maintenance costs for home-owners) it is consistent with 
other research. According to Lytton, Garman, and Porter (1991), a person's debt-to-income 
ratio is defined as, "the total burden of debt of an individual or family by comparing the 
dollars spent on gross annual debt repayments to gross annual income" (p. 16). DeVaney 
(1993, 1994), Garman and Forgue (1991), and Winger and Frasca (1993) use the gross 
annual debt payments/disposable income ratio as one measure of household well-being. 
DeVaney (1994) suggests, "a household's value for this ratio should be less than 35% 
to be considered as having a good standing" (p. 12). Winger and Frasca (1993) suggest a 
ratio of no more than 33%; Lytton et al. (1991) agree, stating, "perhaps a maximum debt-to-
income ratio ranging from 30-35% would be realistic for most households" (p. 17); and 
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Garman and Forgue (1991) suggest, "the gross annual debt payments/disposable income ratio 
should not exceed 40%" (p. 95). DeVaney (1994) and Winger and Frasca (1993) use the 
guidelines of the Federal Home Loan Mortgage Corporation, stating "shelter expense should 
not exceed 28% of gross monthly income" (DeVaney, 1994, p. 12), therefore leaving the 
other 7% to consumer debt payments. 
For approximately 35% of the respondents in the current study, the monthly gross 
debt-to-income ratio was above 35%, meaning that 35 cents of every dollar was needed to 
repay monthly debt. The ratio for the current study was calculated using gross annual income 
divided by 12 (monthly income) as the denominator. From the analyses, it is clear that many 
respondents in this study have incurred a large debt burden after graduating from college in 
1992-93. 
The results of this study clearly indicate that student loan debt is an essential area of 
study, and one that will continue to be so in the future. The importance of this study finding 
little or no debt burden, opposite much of the anecdotal evidence, suggests the need for 
continued research and further investigation into what is considered "manageable" debt. 
Perhaps certain characteristics in this specific population encouraged the use of alternative 
means of paying for a higher education, or the ability to repay the debt within four years of 
graduation. 
Strengths of the Analysis 
The study contributes to the existing literature on student loans and financial well-
being in several ways. First, the study examines the amount of debt burden incurred from 
both student loans and total debt. Policies helping people deal with a specific type of debt 
(i.e., student loans) could be an important area of work for those interested in the financial 
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well-being of families. Second, the study found differences in debt loads between men and 
women. As women in the labor force earn less then men and usually have interrupted labor 
force experiences, it is critical to understand if women can make an investment in human 
capital worthwhile when evaluating the opportunity costs and benefits. 
A third strength of the study is an understanding of the importance of student choices 
both in selecting an institution and while enrolled in school. These factors are critical in 
influencing the amount of student loan debt incurred. The analysis found that the type of 
institution and the cost of attendance for that institution, as well as GPA and major, all were 
significant in predicting the amount of student loan debt. Therefore, it seems appropriate that 
education directed to help students find the most cost-effective school for their plans would 
be an important part of a high school guidance program. Support programs and learning 
centers designed to help the student select a suitable major and obtain the highest GPA 
possible also would be beneficial to students and an essential part of student affairs 
programming. 
Limitations of the Study 
One limitation of the data is that students in the sample graduated in 1992-93, 
essentially one year before the 1992 Higher Education Reauthorization Act went into effect. 
As a result, the influence of that act (increased loan limits and creation of unsubsidized loans) 
on the respondents' borrowing levels is negligible in these data. A more accurate picture of a 
current student's debt burden, especially the burden resulting from student loans, would be to 
use data collected after 1994, as the amount a student can borrow increased significantly after 
1992. 
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Another limitation also relates to the availability of the sample. Only students who 
graduated from a 4-year institution were included in the current study. One could hypothesize 
that students who borrowed student loans and did not graduate with a baccalaureate degree 
would have decreased financial well-being, compared to students who had obtained their 
undergraduate degree. Using total household student loan debt and total household debt as 
dependent variables when most of the predictors relate specifically to the respondent is 
another limitation of the study. Future research could use household variables when studying 
the household's financial well-being, and variables specific to the individual to better 
understand an individual's contributions (either income or debt), to his/her financial well-
being. 
Implications for Family and Public Policy 
The results of the study indicate that debt is commonplace in people's lives. Although 
the current study found that, for the respondents in this sample, student loan debt is not a 
financial burden, overall total debt is a concern. Therefore, policymakers must be aware of 
the need to educate people on the burden of incurring high debt loads. Yet, educating people 
about debt is not enough. Policy makers also must strive to create interventions that result in 
a decrease in people's debt loads. Although this study shows that student loan debt is 
manageable, as previously stated, the rules of borrowing have changed since this specific 
cohort borrowed. Today, there are more loans available (unsubsidized and private), and 
therefore, increasing debt loads are a concern. 
One manner of intervention could be to revert to lower student loan limits. The results 
of the current study show that for the majority of this population, the amount of student loan 
debt incurred was not a financial burden. Therefore, one could hypothesize that lower 
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borrowing limits was the reason student loan debt was not a problem. This area of financial 
aid could be examined to understand the benefits (and costs) of lower loan limits. The results 
of the current study illustrate the importance of limiting student loan debt in return for 
positive outcomes later, i.e., little or no debt four years after graduation. 
Individualized counseling, before loans are granted (similar to premarital counseling), 
is another intervention that may help young adults realize the effects of debt burden. Instead 
of the on-line counseling that currently is being used by most higher education institutions, 
one-on-one counseling may encourage students to evaluate critically the amount of loans 
they need realistically. Although there are issues that would need to be worked out (e.g., time 
needed for, and the cost of, intervention), perhaps the benefits of such an intervention 
outweigh the costs if fewer students leave college with a large debt burden. A new policy or 
intervention that would affect students' lives positively before they take on large debt loads 
should be the goal of future policymakers. 
Loan forgiveness is an area of educational policy that has been left by the wayside, or 
reduced dramatically in the past 10 years. Loan forgiveness programs usually trade volunteer 
or low-paid work for a portion of the total loan debt being forgiven annually. Policymakers 
must take a critical look at the benefits and drawbacks of this procedure to evaluate if it is not 
only a proactive approach to helping individual students repay loans, but also an approach 
that helps society by making workers available in areas that are in desperate need of 
resources. 
Another policy that must be reworked is making higher education affordable to any 
person willing to make that investment in his/her own human capital. Increasing the 
availability of grants and scholarships is one way to achieve this goal. In January 2003 The 
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College Board stated, "The government should raise the limits on Pell grants and other types 
of financial aid to help make college more affordable for low-income students" (Panel Urges, 
2003). 
As stated in the literature, any degree beyond a high school diploma benefits not only 
the individual, but society as well. The Bureau of the Census (2003) recently released the 
following figures: 
Adults age 18 and over with a bachelor's degree earned an average of $50,623 a year 
in 2001, while those with a high school diploma earned $26,795 and those without a 
high school diploma averaged $18,793. Advanced degree-holders made an average of 
$72,869 in 2001. (p. 1) 
Results of the present study show that obtaining a college degree, and therefore increasing 
likelihood of employment and higher income, is a worthwhile investment in human capital. 
The importance of educating future parents and students about the costs of higher 
education and the various methods of financing an education is a policy issue that cannot be 
ignored. Some researchers believe that instruction on using student loans as a means of 
financing a higher education should start in high school or even earlier. Terenzini, Cabrera, 
and Bernai (2001) suggest that students as young as junior high be provided with information 
regarding financial planning, college selection, and degree completion strategies. 
Previous research has substantiated the importance of educating students regarding 
student loans and the responsibility of borrowing large sums of money before it occurs. 
Baum (1996c) states, 
Perhaps most critical is the provision in the law that requires schools to let borrowers 
know the exact implications of repayment options. An understanding of the aggregate 
126 
cost to the individual of extending the repayment period is a vital element in 
discouraging excessive borrowing, (p. 17) 
Hira et al. (2000), King and Frishberg (2001), Russo (1998), and other researchers 
reiterate the importance of education for students regarding their loan obligations. "It is 
important that students understand how much they really need to borrow, what the total 
amount of their debt is, and how it will affect their future lifestyle" (Hira et al., 2000, p. 19). 
Baum and Saunders (1998) echo similar sediments. They indicate the need to set clear 
guidelines pertaining to how much debt is too much for certain categories of borrowers. 
Holland and Healy (1989) emphasize the need for students to become aware of the 
percentage of income needed to repay their loans. They also raise issues such as different 
borrowing amounts for different majors and for men and women due to differences in 
salaries among majors and between men and women. 
Baum (2000) reveals another essential area of student loan education, acknowledging 
the reality of expected future income. She remarks, "It would be wise to keep the role of 
uncertainty and unfulfilled expectations in mind when counseling students about borrowing" 
(p. 58). Other researchers have expressed similar sediments about planning on future income. 
Using the same original data set, Baccalaureate and Beyond, Cha and Weagley (2002) found 
that: 
expected future income had a significant positive impact on the amount borrowed 
[which] indicates that a student or the parents borrow greater amounts to fund the 
investment in the student's human capital as the student's estimated expected future 
income increases, (p. 69) 
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It is imperative now more than ever to educate people about the costs and benefits of student 
loans, as more students continue to borrow and are borrowing larger amounts. According to 
Fossey (1998), "At the present annual rate, students will borrow about a quarter of a trillion 
dollars in the next seven years" (p. 321). 
Implications for Future Research 
Although the current study has done much to improve knowledge regarding student 
loan debt and the ability to repay it, there is more to be learned. Longitudinal studies 
examining students as they graduate from college and venture into the labor market and 
repayment years will be critical in understanding the true effects of increased dependence on 
loans. Russo (1998) lays out four research questions that when answered will provide more 
thorough information about this important policy topic. 
• Will current default rates continue? 
• How much of a role does the economy play in loan defaults? 
• How much of the new explosion of debt is simply a result of more liberal 
eligibility and expanded loan limits? 
• How much of it can be attributed to the "buy now, pay later" attitude of many 
American families? (p. 4). 
Russo's questions stimulate thought on important aspects of student loan debt. When will 
student loan educators and financial aid officers begin to look at the "lifetime" default rate, 
and not simply those students who default in the first two years after leaving college? How 
will the economic slowdown across the globe as well as in the United States affect a 
student's ability to repay his/her loans? Will the debt/earnings ratio increase, and will 
families be able to manage that increased ratio? Another question that needs further 
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exploration is how increased debt levels affect families over the lifecycle. Do debt levels 
vary throughout the lifecycle similar to variations in income? If so, do we need to be 
concerned if students graduate with high debt levels, or will they decrease their debt as their 
income increases? These are all questions that must be studied and answered for us to 
manage the student loan phenomenon successfully. 
In light of the change in most people's economic stability in the last four years, 
Russo's (1998) insistence on examining the effects of the economy on debt burdens is 
critical. A valid idea for future research would be to examine how debt burden has changed 
since 1992, as a result of both the Reauthorization Act and the changing economic times. 
Although this study and other recent studies show that debt burdens are not a problem, one 
must recall that the data for those studies were gathered during strong economic times. 
Other areas of influence also must be understood. One important arena involves the 
continuation of the traditional "college experience" as we know it. In upcoming decades will 
this experience still be the same, or will the majority of college students receive their degree 
on-line? The trend toward distance-learning programs offered by higher education 
institutions is growing rapidly in the United States. This movement is expected to continue 
and to influence traditional colleges and universities significantly in the future. What will an 
on-line college education mean for student loans or those students who need to borrow to 
obtain a higher education degree? These are all important areas of future research. 
The purpose of this study was to investigate financial well-being issues related to 
student loan debt by examining the debt burdens of students four years after graduation. To 
understand the relationship among human capital, student loan debt, and financial well-being, 
it is critical to understand how these components influence a person's decision to borrow. 
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Access to financial aid can be equated with access to a higher education, and how students 
pay for that education is a critical component of family and public policy. 
"My school sauls me portions tif my diploma as ! ixiy off my stlmttl /whi.v. 
Source: Phi Delta Kappan (1998, December) p. 321. 
Figure 5.1. Portions of a Diploma Received with Each Student Loan Payment 
APPENDIX 
Appendix. Correlation Coefficients: Financial Well-Being and Student Loan Debt Models 
Variable 1. 2. 3. 4. 5. 
1. LogDV 1.00 
2. LogLoan .394** 1.00 
3. Gender .001 -.026* 1.00 
4. White -.023* -.044** -.053** 1.00 
5. Black .038** .063** .064** -.570** 1.00 
6. Hispanic .022* .037** .038** -.549** -.055** 
7. Other Race -.024 -.032** -.020 -.519** -.052** 
8. Business -.029* -.075** -.076** -.021 .023 
9. Engineer -.018 -.017 -.230** -.035** .001 
10. Humanity .072** .066** .010 -.001 .004 
11. Education -.014 .018 .193** .051** -.028* 
12. Other Major -.022 -.009 .092** .006 .000 
13. GPA -.049** -.034** .166* .101** - H7** 
14. Pub PhD -.009 -.074** -.049** -.014 -.016 
15. Pub nonPhD .009 -.050** .039** .012 -.017 
16. Private PhD .022 .056** -.030* -.004 -.010 
17. Private nonPhD -.016 .096** .044** .008 .046** 
18. Borrowed Grad .129** .178** -.030* -.027* .030 
19. Gift Aid? .077** .302** .021 -.079** .072** 
20. Depend Status -.023* .006 -.017 -.039** .026* 
21. Attendance Costs .036** 132** .019 .019 .008 
22. Age at BA -.086** -.069** .046** -.026* .033** 
23. Saving Money? -.151** _12i** -.026* .038** -.003 
24. EmployedFT -.002 -.028* -.087** .037** .015 
25. EmployedPT .010 .029* .081** .007 -.024 
26. Unemployed -.006 .010 .038** -.052** .002 
27. Single .065** .152** -.086** -.084** .076** 
28. Married -.092** -.178** .043** .091** -.083** 
29. Divorced .060** .057** .092** -.014 .016 
30. HH Size -.081** .024* .on** -.082** .027* 
31. Current Enrolled? .035** -.012 .000 -.002 -.012 
32. No Other Degree -.075** -.111** -.024 .003 .004 
33. Masters .036** .093** .022 -.006 .007 
34. Professional/Ph.D .088** .134** -.058** -.023 -.005 
35. Other Degree .024* -.017 044** .015 -.013 
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Appendix, (continued) 
Variable 6. 7. 8. 9. 1Œ 
1. Log DV 




6. Hispanic 1.00 
7. Other Race -.050** 1.00 
8. Business -.005 .015 1.00 
9. Engineer -.008 .068** -.184** 1.00 
10. Humanity .005 -.009 -.232** -.285** 1.00 
11. Education -.013 -.043** -.165** -.203** -.256** 
12. Other Major .017 -.027* -.234** -.287** -.362** 
13. GPA -.035** -.010 -.032** -.032* .002 
14. Pub PhD -.002 .043** -.013 .039** -.025* 
15. Pub nonPhD .010 -.012 .003 -.037** -.048** 
16. Private PhD .004 .014 -.034** .051** .052** 
17. Private nonPhD -.012 -.052** .041** -.051** .039** 
18. Borrowed Grad .007 .006 -.074** .111** .046** 
19. Gift Aid? .058** -.003 -.032** .038** -.010 
20. Depend Status .041** -.005 .015 -.020 -.094** 
21. Attendance Costs -.049** .010 -.048** .022 .087** 
22. Age at BA .018 -.010 .044** -.064** -.072** 
23. Saving Money? -.035** -.026* .049** .003 -.059** 
24. EmployedFT -.038** -.040** .082** -.014 -.070** 
25. Employed PT .014 .000 -.056** -.031* .044** 
26. Unemployed .035** .050** -.054** .045** .049** 
27. Single -.009 .071** -.017 .056** .087** 
28. Married -.002 -.063** -.023 -.034** -.082** 
29. Divorced .024 -.018 -.013 -.049** -.012 
30. HH Size .053** .055** .017 -.011 -.033** 
31. Current Enrolled? -.016 .032** -.077** .065** .045** 
32. No Other Degree .007 -.018 .060** -.002 -.051** 
33. Masters -.013 .016 -.040** .020 .032** 
34. Professional/Ph.D .022 .021 -.027* -.006 .045** 
35. Other Degree -.006 -.004 -.030* -.019 .016 
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Appendix, (continued) 
Variable 11. 12. 13. 14. 15. 
1. Log_DV 









11. Education 1.00 
12. Other Major -.258** 1.00 
13. GPA .086** -.020 1.00 
14. PubPhD -.51** .043** -.089** 1.00 
15. Pub nonPhD .084** .009 -.030 -.484** 1.00 
16. Private PhD -.054** -.027* .039** -.329** -.218** 
17. Private nonPhD .018 -.040** .108** -.435** -.288** 
18. Borrowed Grad -.044** -.050** .179** .000 -.086** 
19. Gift Aid? .040** -.032* 132** -.145** -.077** 
20. Depend Status .053** .056** .072** -.020* .118** 
21. Attendance Costs -.049** -.030* .090** -.298** -.234** 
22. Age at BA .029* .071** .185** -.047** 074** 
23. Saving Money? -.010 .027* .028* .031* -.002 
24. Employed FT .005 .016 -.094** .015 .015 
25. Employed PT .017 .012 .064** -.017 .020 
26. Unemployed -.021 -.030* .062** -.004 -.037** 
27. Single -.096** -.045** _118** -.020 -.064** 
28. Married .093** .018 .077** .026* .046** 
29. Divorced .007 .059** .089** -.011 .039** 
30. HH Size .037** .000 .007 -.057** .013 
31. Current Enrolled? .038** -.074** .072** .000 -.033** 
32. No Other Degree -.031** .032** _119** .000 .024 
33. Masters .011 -.028* .131** -.009 -.037** 
34. Professional/Ph.D -.037** .012 .068** .009 -.043** 
35. Other Degree .057** -.022 -.016 .006 .035** 
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Appendix, (continued) 
Variable 16. 17. 18. 19. 20. 
1. Log_DV 










12. Other Major 
13. GPA 
14. Pub_PhD 
15. Pub nonPhD 
16. Private PhD 1.00 
17. Private nonPhD -.196** 1.00 
18. Borrowed Grad .077** .028* 1.00 
19. Gift Aid? .083** 190** .087** 1.00 
20. Depend Status -.091** -.025* -.085** .117** 1.00 
21. Attendance Costs .361** .313** .120** .209** -131** 
22. Age at BA -.087** .051** -.068** .016 599** 
23. Saving Money? -.031* -.010 -.103** -.031* -.003 
24. Employed FT -.032** -.009 -.216** -.009 .019 
25. Employed PT -.018 .015 .100** -.005 .025* 
26. Unemployed .056** -.003 .184** .016 -.045** 
27. Single .100** .010 .088** -.032** -.303** 
28. Married -.076** -.017 -.083** .019 .192** 
29. Divorced -.050** .014 -.012 .027* .239** 
30. HH Size .030* .030* -.029* .036** .166** 
31. Current Enrolled? .022 .017 .318** .014 -.067** 
32. No Other Degree -.041** .009 -.357** -.011 .064** 
33. Masters .054** .006 .387** .021 -.066** 
34. Professional/Ph.D .058** -.014 .220 -.004 -.062** 
35. Other Degree -.037** -.013 -.045** -.007 .016 
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Appendix, (continued) 
Variable 21. 22. 23. 24. 25. 
1. Log_DV 















17. Private nonPhD 
18. Borrowed Grad 
19. Gift Aid? 
20. Depend Status 
21. Attendance Costs 1.00 
22. Age at BA -.061** 1.00 
23. Saving Money? -.023* .000 1.00 
24. Employed FT -.055** .012 .153** 1.00 
25. Employed PT .009 .016 -.087** -.609** 1.00 
26. Unemployed .061** -.030* _ H7** -.724** -.106** 
27. Single .107** -.303** -.083** .006 -.014 
28. Married -.101** .138** .111** -.010 .008 
29. Divorced -.014 .356** -.062** .009 .012 
30. HH Size -.013 .075** -.031** -.105** .073** 
31. Current Enrolled? .061** -.065** -.084** -.260** .145** 
32. No Other Degree -.075** .027* .018 .057** -.035** 
33. Masters .085** -.028** .007 -.032* .022 
34. Professional/Ph.D .069** -.047** -.060** -.078** -.003 
35. Other Degree -.028* .020 -.004 -.005 .029* 
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Appendix, (continued) 
Variable 26. 27. 28 29. 30. 
1. Log_DV 










12. Other Major 
13. GPA 
14. Pub PhD 
15. Pub nonPhD 
16. Private PhD 
17. Private nonPhD 
18. Borrowed Grad 
19. Gift Aid? 
20. Depend Status 
21. Attendance Costs 
22. Age at BA 
23. Saving Money? 
24. Employed FT 
25. Employed_PT 
26. Unemployed 1.00 
27. Single .004 1.00 
28. Married .006 -.893** 1.00 
29. Divorced -.021* -.224** -.238** 1.00 
30. HH Size .068** -.066** .097** -.068** 1.00 
31. Current Enrolled? .200** .060** -.052** -.018 -.015 
32. No Other Degree -.041** -.046** .045** .001 .041** 
33. Masters .021 .048** -.041** -.016 -.041** 
34. Professional/Ph.D .101** .043** -.033** -.021 .012 
35. Other Degree -.019 -.012 -.002 .031* -.020 
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Appendix, (continued) 
Variable 31. 32. 33. 34. 35. 
1. Log_DV 










12. Other Major 
13. GPA 
14. PubPhD 
15. Pub nonPhD 
16. Private PhD 
17. Private nonPhD 
18. Borrowed Grad 
19. Gift Aid? 
20. Depend Status 
21. Attendance Costs 
22. Age at BA 
23. Saving Money? 
24. Employed FT 





30. HH Size 
31. Current Enrolled? 1.00 
32. No Other Degree -.044** 1.00 
33. Masters .013 -.716** 1.00 
34. Professional/Ph.D -.029* -.297** -.050** 
35. Other Degree .071** -.532** -.090** 
1.00 
-.037** 1.00 
** p= < .01; * p= < .05 
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